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EMERGENCY AGRICULTURAL CREDIT ACT OF 
1983 



monday, february 14, 1983 

House of Representatives, 
subcomkintee on conservation, c^dit, 

AND Rural Development, 

COMMTTTBE ON AGRICULTURE, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 10:07 a.m., in room 
1302, Longworth House Office Building, Hon. Berkley Bedell 
(acting chairman) presidii^. 

Pr^nt: Representatives English, Glickman, Stenholm, Talloo, 
Durbin, Coleman, and Gunderson. 

Staff present: Robert M. Bor, chief counsel; Robert T. Lowerre, 
associate counsel; John E. Hc^an, minority counsel; P^gy L. 
Pecore, clerk; Robert A. Cashdollar, David Ebersole, James W. 
Johnson, Jr., Frank Winston, Steve Kerr, and Bernard Brenner. 

OPENING STATEMENT OF HON. BERKLEY BEDELL, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF IOWA 

Mr. Bedell [acting chairman]. The hearii^ will come to order. 

Today's hearing is the first meeting of the Subcommittee on Con- 
servation, Credit, and Rural Development in the 98th Congress, 
and to those of you who braved the bad road conditions this morn- 
ing, we want to thank you very much, particularly those who are 
here from the iidministration. 

The chairman of the subcommittee, Mr. Jones, is unable to be 
here today, and I will be chfiiring this hearing at his request. 

The purpose of today's hearing is to gather testimony on general 
agricultural credit conditions and specifically on H.R. 1190, the 
Eknergency Agricultural Credit Act of 1933, which has been intro- 
duced by Chajrman Ed Jones and ranking minority member Tom 
Colemfin. I would also note that the bill now has 11 otlier cospon- 
sors, including 7 members of the Agriculture Committee. 

A copy of a committee news release which summarizes the provi- 
sions of H.R. 1190 has been placed at each desk, along with a copy 
of the bill. 

During the morning session of this hearing we will hear testimo- 
ny from USDA Under Secretary Frank Naylor, Farmers Home Ad- 
ministrator Charles Shuman, and Farm Credit Administration 
Senior Deputy Governor Terry Fredrickson. 

(1) 
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When we return at 2 p.m. we will hear from representatives of 
several farm organizations as well as the private commercial lend- 
ing sector. 

Chairman Jones has informed me that today's heeiring is only 
the first of several which he is planning to conduct over the next 
few weeks on the subject of agriculture credit legislation. Field 
hearings have already been scheduled in Kansas City, Mo., on 
Friday, February 18 and in Dyersburg, Tenn., on Saturday, Febru- 
ary 19. 

Once again, I want to extend my appreciation to those witnesses 
who were able to appear today. 

A copy of H.R. 1190 and the opening statement of Hon. Charles 
W. Stenholm, will be placed in the record. 

[H.R. 1190 and the opening statement of Hon. Stenholm follow:] 
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H.R.1190 

"To provjda Btaageaej credit iiMMmoe to hrmen, and for other purpotea. 



IN THE HOUSE OF BEFBESENTATIVES 

Febkuabt 2, 19B3 

Mr. JOHBB of TennetMe (for himielf uid Mr. Coleman of Higsouri) introduced 

the foUowing UU; wbich wm refened to the Commitlse on Agriculture 



A BILL 

To provide emergency credit asaiBt&nce to farmers, and for other 
purposes. 

1 Be it enacted by tlie Senate and Souse of Bepresenta- 

2 lives of Ok United States of America in Congress assembled, 

3 That this Act may be cited as the "Emergency Agricultural 

4 Credit Act of 1983". 

5 OPBRAXmO LOAN LIMIT8 AllD AUTHOBIZATION; LDflTBD 

6 BBSOTTBCB FASHBB8 

7 Sec. 2. {si Section 313 of the Consolidated Farm and 

8 Eural Development Act (7 U.S.C. 1943) is amended by strik- 

9 ing out "$100,000, or, in the case of a loan guaranteed by 
10 the Secretary, $300,000" and inserting in lieu thereof 
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1 "S200,000, or, in the case of » loan guaranteed b; the Secre- 

2 tary, $400,000". 

3 (b) Section 346 of the Consolidated Farm and Sural De- 

4 velopment Act (7 11.8.0. 1994) is amended by adding at the 
6 end thereof &e following new subsections: 

6 "(e) Notwithstanding any other provision of law, there 

7 are hereby authorized to be insured, or made to be sold and 

8 insured, from the Agricultural Credit Insurance Fund during 

9 fiscal year 1983, msured operating loans in an aggregate 

10 amount of $1,660,000,000. Of that amount, $200,000,000 

11 shall be for new borrowers. As used in the preceding sen- 

12 t«nce, the phrase 'new borrowers' means agricultural produc- 

13 ers who did not receive any farm operating credit from the 

14 Farmers Home Administration during fiscal year 1982 or 

15 that part of fiscal year 1983 ending on the date of enactment 

16 of this subsection. 

17 "(fKD Notwithstanding any other provision of law, not 

18 less than 20 per centum of the loans for farmownership pur- 

19 poses under subtitle A of this title, and not less than 20 per 

20 centum of the loans for farm operating purposes under subti- 

21 tie B of this title, authorized to be insured, or made to be sold 

22 and insured, from the Agricultural Credit Insurance Fund 

23 during fiscal year 1983 shall be for low-income, limited-re- 

24 source fmmers. 
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1 "(2) The Secretary shall provide written notification to 

2 all farm borrowers and applicants for farm loUis under this 

3 Act, aB soon as practicable after the date of enactment of the 

4 Emergency Agricultm'al Credit Act of 1983, of the provi- 

5 sions of this title relating to low-income, limited-resom'ce 

6 (Miners and the procedures by which persons may apply for 

7 loans under the low-income, lunited-reaource farmer pro- 

8 gram.". 

9 CONSOLIDATION AND BESCHBDULINO OF OPEBATINO 

10 LOANS 

11 Sec. 3. Section 316(b) of the Consolidated Farm and 

12 Rural Development Act (7 U.S.C. 1946(b)) is amended by— 

13 (1) in the second sentence, striking out "seven 

14 years" and inserting in lieu thereof "fifteen years"; and 

15 (2) revising the fifth sentence to read as follows: 

16 "The interest rate on such consolidated or rescheduled 

17 loans, other than guaranteed loans, shall be the lower 

18 of (1) the rate charged under the prior loans so consoli- 

19 dated or rescheduled, or (2) or the rate being charged 

20 for loans made imder this subtitle at the time of the 

21 consolidation or rescheduling.". 

22 ELIGIBILITT FOB EMEBGENCT LOANS 

23 Sec. 4. Section 329 of the Consolidated Farm and 

24 Rural Development Act (7 U.S.C. 1970) is amended by 

25 adding at the end thereof the following new sentence: "Eligi- 
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1 bility of an applicant for assistance under this subtitle based 

2 upon production losses shall be determined solely on the basis 

3 of the factors designated in this section and shall not be af- 

4 fected by the Secretary's designation of, or failure to desig- 

5 nate, a county or counties for emergency loan purposes.". 

6 BXTEKSION OF TDIB FOB ADDITIONAL BHBBOENCY LOANS 

7 Sec. 5. (a) Notwithstanding Uie provisions of section 

8 330 of the Consolidated Farm and Rural Development Act (7 

9 U.8.C. 1971), subsequent loans to continue a farming, rooch- 

10 ing, or aquaculture operation may be made under subtitle. C 

11 of such Act on an annual basis — 

12 (1) in the case of borrowers who have outstanding 

13 loans approved by the Secretaiy of Agriculture under 

14 such subtitle after December 15, 1979, and before Oc- 

15 tober 1, 1982, for not to exceed four additional years; 

16 and 

17 (2) in the case of borrowers who have outstanding 

18 loans approved by the Secretaiy of Agriculture under 

19 such subtitle after September 30, 1981, and before Oc- 

20 tober 1, 1982, for not to exceed three additional yevs. 

21 (b) Subsequent loans made pursuant to the authority of 

22 subsection (a) shall be subject to the limits on loans and rates 

23 of interest established under section 324 of the Consolidated 

24 Farm and Rural Development Act (7 U.S.0. 1964). 
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1 LOAN DBPBBBAIA 

2 Sbo. 6. Section 331A of the Consolidated Farm and 

3 Rural Development Act (7 U.S.C. 1981a) is amended by— 

4 (1) inserting the designation "(a)" before the ex- 
6 isting test thereof; 

6 (2) in the second sentence, striking out "section" 

7 and inserting in lieu tliereof "subsection"; and 

8 {3) adding at the end thereof the following new 

9 subsections: 

10 "(b) During the period beginning with the date of enacts 

11 ment of this subsection aod ending September 30, 1984, the 

12 Secretai; shall permit, at the request of the borrower, the 

13 deferral of principal and interest on any outstanding loan 

14 made, insured, or held by tbe Secretary for farm ownership 

15 purposes under subtiUe A of this titie, farm operating pur- 

16 poses under subtitie B of this title, disaster emergency pur- 

17 poses under subtitie C of this tiUe, or economic emergency 

18 purposes under the Emergency Agricultural Credit Adjust- 

19 ment Act of 1978, and shall forgo foreclosure of any such 

20 loan, in both cases on a showing by the borrower that tbe 

21 borrower (1) has followed good management practices, (2) 

22 due to circumstances beyond the borrower's control, is tem- 

23 porarily unable to continue making payment on such princi- 

24 pal and interest when due, and (3) has a reasonable chance of 

25 repayment (rf the loan after tbe deferral of principal and in- 
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1 terest and forgoing of foreclosure. The Secretary shall waive 

2 the payment of interest ^lat accrues during the deferral 

3 period on any loan deferred under tlie provigiong of this sub- 

4 section. The provisions of tliis subsection shall be applicable 

5 only to borrowers who own or operate family-size farms, as 

6 certified by the county committee. 

7 "(c) Upon the expiration of any period o( deferral of 

8 payment of principal and interest and forgoing of foreclosure 

9 by the Secretary under aubaection (b) of this section, the Sec- 

10 retary shall make available to the boTTower, at the borrow- 

11 er's request, procedures whereby the loan may be consoli- 
13 dated, rescheduled, or reamortized ta provide equitable re- 

13 payment terms consistent with the borrower's fann and B- 

14 nancial situation, and any loan so consoUdated, rescheduled, 

15 or reamortized shall bear interest at a rale not in excess of 

16 the rate of interest on the original loan. 

17 "(d) The Secretary shall promulgate regulations that 

18 provide (1) for notification of all farm borrowers under this 

19 title and the Emergency Agricultural Credit Adjustment Act 

20 of 1978 of the provisions of this section and all other servic- 

21 ing alternatives offered by the Secretary, (2) clear procedures 

22 by which borrowers may petition the Secretary for relief 

23 under such provisions and alternatives, and (3) for appeal 

24 within the Department of Agriculture from a decision that 

25 denies relief under such provisions and alternatives. 
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1 "(e) Any farm loan deferred, consolidated, rescheduled, 

2 or reamortized under any authoii^ of the Secretary under 

3 this title other than under subsections (b) and (c) of this sec- 

4 tion shall, notwithstanding any other provision of this title, 

5 bear interest on the balance of the original loan, and for the 

6 term of the ori^nal loan at a rate not in excess of the rate of 

7 interest on the original loan.". 

8 ADMINI8TBATI0N OP GUABANTBBD FABH LOAN 

9 PB0QBAH8 

10 Sbc. 7. (a) The Consolidated Farm and Rural Develop- 

11 ment Act (7 U.S.C. 1921 note) is amended by adding at the 

12 end thereof the following new section: 

13 "Sbc. 349. Notwithstanding any other provision of this 

14 title: 

15 "(a) The Secretaiy shall establish, in each State office of 

16 the Farmers Home Administration organized by the Secre- 

17 tary under the authority of section 331(a) of this title, a 

18 Guaranteed Farm Loan Program Unit (referred to in this sec- 
Id tion as 'the Unit'). The Unit shaJl operate and administer 
30 within the area for which the State office is responsible the 

21 programs for guarantees of farm-type loans for farm owner- 

22 ship purposes under subtitle A, farm operating purposes 

23 imder subtitle B, and disaster emergency purposes under sub- 

24 title of this title, and economic emergency purposes under 

25 the Emergency Agricultural Credit Adjustment Act of 1978. 
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1 Such progruns may not be operated or administered by 

2 coun^ or district offices of the Fanners Home Administra- 

3 tion. 

4 "(b) The Secretary shaU ensure — 

5 "(1) that each Unit has sufficient staff tn cany 

6 out its responsibilities promptly, efficiently, and eSec- 

7 lively; 

8 "(2) within the Umits of authorizations therefor, 

9 make available to each Unit funds adequate lo meet 

10 the demands in the area for which it is responsible for 

1 1 loan guarantees for each of the purposes enumerated in 

12 section (a) of this section; and 

13 "(3) that the Unit infonns all private agricultural 

14 lenders in the area for which it is responsible of the 

15 ozistence of such loan guarantees and how they may 

16 be utilized by lenders and borrowers.". 

17 (b) The Secretary shall issue regulations to unplement 

18 the provisions of subsection (a) of Uiis section which shall 

19 include adjuBtinents of the administrative structure of the 

20 Farmers Home Administration necessary to accommodate 

21 such provisions. 

22 (c) The provisions of subsection (a) of this section shall 

23 become effective ninety days after enactment and shall apply 

24 to applications for guarantees filed and guarantee commit- 

25 meats made on and after such effective date. 
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1 ECONOMIC BHBBOENCT LOAN PBOOKAU 

2 Sec. 8. (a) Section 202 of the Emergenc; Agricultural 

3 Credit AdjuBtment Act of 1978 (7 U.S.O. prec. 1961 note) is 

4 amended by striking out "The Secretary of Agriculture may" 

5 and inserting in lieu thereof "The Secretary of Agriculture 

6 shall". 

7 (b) Section 211 of the Emergency Agricultural Credit 

8 Adjustment Act of 1978 (7 U.S.C. prec. 1961 note) is 

9 amended by — 

10 (1) striking out "September 30, 1982" and inaert- 

11 ing in lieu thereof "September 30, 1984"; and 

12 (2) immediately after "$600,000,000", inserting a 

13 comma and "except that, in fiscal year 1983, such 

14 $600,000,000 shall be in addition to the total amount 

15 of money borrowed under contracts of guarantee en- 

16 tercd into under the authorization provided in the Act 

17 of December 18, 1982 (PubUc Law 97-370; 96 Stat. 

18 1799)". 

19 EFFECTIVE DATE 

20 Sec. 9. Except aa otherwise provided herein, the provi- 

21 sioos of this Act shall become effective upon enactment. 
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1 farm credit early in the 

„ iction on this front, which 

for many fairmers this time of year is aa critical as tow i)rice8. 

No one can doubt the seriousness of the problem. It is quite true that about half 
of all fannera are debt-free, but a purely numerical approach doesn't tell the whole 
story. The Farm Credit Administration recently reported that lai^ farms, those on 
which the bulk of our food and fiber supply is produced, have a deht-to-asset ratio 
approaching 40 percent — double that for the farm sector as a whole. 

I find many problems in talking with my farm constituents — problems ranging 
from the simple availahihty of credit, to its timing. Where we as legislators can take 
action to address these problems, we ought to. That is why 1 am proud to be a co- 
sponsor of your bill, Mr. Chairman, the Emergency Agricultural Credit Act of 1983. 
I hope it will be the vehicle for some honest discussion today of just what options 
are open to us, and what their consequences may be. 

1 think alt of us — the private lending sector, tiie Farm Credit System, the Admin- 
istration, the Congress, farmers and their orKanizations — share a fervent wish to see 
credit conditions miprove, and I do not thinx we have time for the luxury of trying 
to pin the blame on each other. We will disagree on some tliines, and ttiat's fine. 
But let's admit that since time is short, it's better to face realistically the conse- 
quences of our own policies, and make some adjustments if we need to, than to 
worry about who'll be blamed or praised. It's farmeni who need "credit," not us. 

I do liave some specific concerns which farmers in my district are telling me 

There are long delays in finding out whether producers qualify for operating 
loans, particularly frora FmHA. Much of this is due to stafRng and workloads. 

The $100,000 operating loan ceiling causes problems, particularly for borroweni 
who may t>e delinquent on some previous loans. Since the ceiling refers to the total 
amount of indebtedness to FmHA, in many cases the amount tliat can be lent is just 
not enough to cover the costs of operating. 

The lack of a really effective loan guarantee program hurts. The avenues open to 
producers would t>e considerably broader if FmHA and the private sector were able 
to work out a better means of Tnalring loan guarantees. One of tlie chief complaints 
1 hear from banks is the sheer volume of paperwork and red tape involved. 

These and other concerns which will emerge during the course of this hearing are 
of vital interest to farmers and ranchers. We won't solve them alt by legislation. But 
it's useful to talk about them today — and it's even more useful if all of us. Congress 
and Administration alike, remain fiexible and willing to work together. I hope no- 
body's feet are set in concrete yet — or at least that the concrete haa't begun to 
harden. 

Mr. Bedell. Mr. Naylor, we appreciate your being here. Please 
summarize or read your prepared statement. 

STATEMENT OF FRANK W. NAYLOR, JR., UNDER SECRETARY, 
SHALL COMMUNITY AND RURAL DEVELOPMENT, U.S. DEPART- 
MENT OF AGRICULTURE, ACCOMPANIED BY CHARLES 
SHUMAN, ADMINISTRATOR, FARMERS HOME ADMINISTRATION 

Mr. Naylos. I must admit, I got trapped out of town and found it 
very interesting trying to get a flight Dack into Washington. We fi- 
nally managed by a very circuitous route to get back here. 

I am pleased to be before the subcommittee this morning and ap- 
preciate the difficulty which the members have had getting back in 
order to hold this hearing. 

Mr. Chairman, I do not have a prepared statement this morning. 
But with your permission, I think it perhaps appropriate at the be> 
ginning of this hearing to give some background to the current 
credit situation we see ourselves in today with regard to Agricul- 
ture. I think that is particularly appropriate. As we took at the last 
60 to 90 days there has been a good deal of public and media atten- 
tion focusing on the problem. 
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I believe it appropriate to put that problem into perspective. I 
have brought a couple of simple illustrations with me today to il- 
lustrate the background and situation we find ourselves in, I think 
the best way to do that is to begin with the decade of the seventies. 
At the b^inning of the seventies, the total farm debt amounted to 
about $54 billion which is distributed as you see it on this chart to 
my left. 

During the decade of the seventies that debt weis very rapidly 
run up by the commercial and farm credit systems to the point 
that in 1983, we expect the total outstanding debt to farms for real 
estate find nonreal purposes to total some $215 billion against 
assets and value of $1.07 trillion, or a debt to asset ratio in the 
farming community as a whole of about 21 percent. 

While overfdl that debt to asset ratio is very favorable in a busi- 
ness perspective, there certainly are a number of producers who 
are faced with much more leveraged position and are under much 
greater finfincial stress. The early seventies were characterized by 
commercial and farm credit system lenders relying heavily on a 
very rapid escalation of real estate values. 

In many instances, inadequate attention was paid to whether or 
not repa^ent ability existed or whether cash flow on a current 
year basis was actUfuly present. Loans were readily refinanced or 
extended because of rapidly escalating real estate values. The net 
effect was that by 1977-78, there was beginning to occur a tighten- 
ing up of the farm credit lending from commercial and farm credit 
sources. 

At that time, however, the Economic Emergency Act was passed, 
which made a m^or chaJoge in the way the Farmers Home Admin- 
istration operated. That was reflected in a rapid nmup, as shown 
on this chart beginning in 1977-78. The first peak you see really 
directly relates almost to the "60 Minutes" program of several 
years ago at which time Congress very carefully reviewed and I 
think, Mr. Chairman, weis to be commended and made some very 
appropriate changes to that particular act which tightened up and 
made more appropriate use of the funds that were available. 

There was some falloff as a result of those changes. Then because 
of a disastrous year in many respects on some cropping areas, the 
total lending went on up and peaked in about 19b1 at $7 billion, 
most of that, $5.5 billion, being a direct result of disaster lending of 
various types. 

As the economic emergency prt^am ceased operation, there was 
a significant drop off. m Eiddition to that, general good cropping 
conditions reduced the amount of disaster designations made 
during that period. At the current status we can look at what situ- 
ation we find all farm lenders in today. 

The chart you have before you reflects total lending by all the 
cat^ories of lenders which are outstanding. I think there are some 
pertment points to reflect upon in this chart. The total delinquency 
rate based on the latest figures available to us for real and nonreal 
is 3.9 percent. 

In the case of the PCA's, the latest figures we have at USDA, 
and Mr. Fredrickson will be able to verify those, is 2.7 percent. In 
the case of land banks, the current figure is 2.5 percent. In the case 
oi Farmers Home Administration, we have 11 percent of the total 
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market share; 24 percent of our borrowers are behind in their pey- 
ments. 

We make that distinction because our definition of delinquent is 
somewhat stricter than the commercial standard, it being 15 late 
days or {10 overdue. However, I would be quick to add that for the 
most part these would be delinquent under commercial stEmdards 
also. 

So there is not a uniqueness, necessarily, in that aspect. We need 
also put into perspective what happened in 1982 reflecting tiie cur- 
rent situation in agriculturEil credit. We don't have figures for the 
commercial banldng industry, but for the farm credit system tbrae 
were between PCA s and land banks, about 1,300 foreclosures na- 
tionwide. In the case of Farmers Home Administration, there were 
844 foreclosures out of 270,000 borrowers which were actually com- 
pleted during 1982. 

There were in addition to that approximately 6,000 liquidations, 
either voluntary or involuntary, wmch resulted in approximately 
7,000 producers of our 270,000 leaving the farming industry for one 
reason or another as borrowers of ours, as the credit of last resort 
source in 1982. We continue to apply the same guidelines today 
that we have used in past years starting in 1982. 

These are the current basic guidelines which Mr. Shuman is ap- 
plying for our Farmers Home Administration loans around the 
coimtry. As a result of these guidelines, and I think perhaps the 
most significant thing, Mr. Chairman, is that by using theee guide- 
lines there were 42,0(KI cases in which our county supervisors ex- 
tended some additional assistance to individual borrowers. 

This took the form of either deferments, individual deferments, 
rescheduling, reamortization, subordinations to commercial lenders 
or some other form, designed specifically to assist producers to stay 
in operation — those whom we felt had some reasonable expectation 
of success. 

In those CEises our people applied these standards and applied 
them very liberally. Our Inspector General's office has questioned 
and is looking into whether we, perhaps in some instances, went 
further than our own guidelines indicate. But I only mention that 
to indicate to you that our county supervisors took very literally 
the responsibility the^ had to do ever]rthing possible to assist any 
producer who had any realistic expectation of succeeding, at keep- 
ing them in business. 

It is hard to be typical in giving an example of the types of boi^ 
rowers who have not been able to continue in farming operations. I 
think if you would look at the profile of the borrower tjrpically who 
was either — had a foreclosure, eictualty completed, or was involved 
in a liquidation — you would find as we have and as the commercial 
sector Has that you might have characteristics along this line. 

The borrower has not paid any debt to anyone for 3 to 5 years. 
He has not been an effective money manager. He has not been an 
effective farm manager, and has not had productivity on par with 
his neighbors. He has in many instances improperly sold <m collat- 
eral or in other ways jeopardized not only the loan with the Farm- 
ers Home Administration but also with ouier lenders. 

We have in a»aTnining those cases also looked to see if there was 
any expectation under any set of circumstances, no matter how 
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good the agricultural community was in financial strength and 
from a productivity standpoint, whether there was reasonable ex.- 
pectation of recovery. 

In the case where action has been taken that has not been the 
case. There are some people who do not have or cannot recover or 
succeed in this business. But we feel very strongly that we do have 
an obligation to stay with any producer who does have the opportu- 
nity for success, and we have directed, as the President has said in 
his state of the Union address, our resources to insure that that 
happens. 

lAr. Chairman, I would not be so naive as to say to you that we 
are perfect. We are not. We have some 2,200 offices around the 
country and some 10,000 employees. I am very proud of the quality 
of those employees, and I think Mr. Shuman is also. But some of 
them are not as well trained as we would like for them to be, al- 
though we are working very hard to change that. 

We have and will continue to make individual mistakes with in- 
dividual cases. We have instituted a monitoring system of our own 
in an attempt to identify and set right those instances where our 
guidelines have not been followed or where appropriate action has 
not been taken. 

I would be quick to add that we have also been appreciative and 
look forward to continuing to work with the members of this com- 
mittee and Congress at large, because despite the best efforts of our 
monitoring system, we find occasions where you are the first to 
know, even I:«fore we do, in identifying a particularly troublesome 
case. And we are more than happy to work with tiie members in 
reviewing those cases and taking action to clear them up. 

On balance, I think it is very difficult for us, as we look at the 
2.4 million producers in America, to appreciate the overall finan- 
cial situation they are in and the ability to identify how many pro- 
ducers are actually in serious economic difficulty at the present 
time is not easy. 

However, if you would, in a general fashion, use the guidelines in 
looking at these items, in looking at the total number of producers 
out of our 2.4 million farmers mat are likely to be in genuine fi- 
nancial difficulty, you would arrive at a range oF 50,000 to 100,000 
farmers out of 2.4 million that are Intimately in some form of fi- 
nancial difficulty. 

Now we believe that almost all of those will be helped in some 
way, either by the commercial sector or by ourselves, if they are 
our borrowers, also. I think the administration has a good record (^ 
p^roviding aasistance, and 1 think perhaps the most dramatic indica- 
tion of ^t is that as recently as 2 years ago in the short term 
lendii^ field, the Government had only 3 percent of the total 
market share in the United States. 

This year with CCC and Ftirmers Home combined, we have pro- 
vided 27 percent of the total short term lending provided to Ameri- 
can agriculture. And reflected within that 27 percent is a nuyor 
effort on our part to extend special assistance to every producer 
that we thought needed it and had an opportunity to succeed. 

With that background, Mr. Chairman, we have had a very short 
opportunity to review the proposed legislation. There are some ele- 
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ments of it that we would look forward to working with members 
of the committee and the staff in reviewing further. 

The administration has not at this time had an opportunify to 
review the specific proposal before us today in the form of H.R. 
1190. I would add, though, that we are particuarly concerned that 
the importance of maintaining the integrity of American agricul- 
ture credit is crucial. Secretary Block and myself strongly feel that 
the case by case review which we have followed and is the practice 
of the commercial industry is the most appropriate and the most 
equitable way of dealing with agricultural credit in treating the 
entire farming industry m the most appropriate manner. 

We believe it has been successful. We believe we have been able 
to keep people in business by using a wide range of tools available 
to us, people who might not otherwise have succeeded and has kept 
the base for a very strong American agriculture. 

Overall the agricultuTBl flnimcial health of the country is good. 
With the PIK program, with improvements in exports, we look for- 
ward to a strong recovery in the agricultural sector. We believe in 
the interim we will and are providing the necessary credit to pro- 
vide the support to do the job emd keep our producers in operation 
while that recovery is under way. 

We are most concerned about a general FmHA moratorium or 
deferment type approach, and the administration has and will con- 
tinue to etronf^y oppose that type of approach in dealing with the 
question of handling individual loan cases and indivMual loan 
problems where they exist. 

We think it is particuhirly important to remember that 88 per^ 
cent of the American farmers today would receive no benefit from 
such a moratorium or deferment were it to he considered. The re- 
maining 12 percent, those that can be helped, have been provided 
some help in some form where it is appropriate. 

And we also, though, have a si^iiiicant number of producers 
who, like those borrowing from commercial sources, have the ca- 
pacity to repay. And farmers across this land have told us that 
they expect and feel that they should honor their debts and pay 
their debts where they have the capacity to do so, just eis they must 
do in dealing with their commercial or farm credit system lender. 

And we agree with that. Where help is needed, we mt«nd to pro- 
vide it. We do recognize, as r^rettable as it is, that there are some 
instances where we have people in the business who lack the abili- 
ty or have faced other problems from which they cannot reason- 
ably recover. That number is small. We intend to keep it email. We 
intend to continue to work with our American producers to see 
them successful and help them through this diiiicult time. 

The loi^ term prospects I think are optimistic. They should be 
updated. Oertainly, I uiink the payment-m-kind program will go a 
long ways in helping us in our credit undertaking and responsibil- 
ities this year. 

iSr. Chairman, with those opening comments, I appreciate the 
opportunity to give you this short background and our views from 
the administration. Mr. Shuman and I are be prepared to answer 
now any questions which you or members of the committee may 
have with r^^ard to Farmers Home Administration or general Gov- 
ernment credit activity, including CCC. 
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Mr. Bedell. Thank you, Mr. Naylor. 

Mr. Shuman, did you have a statement? 

Mr. Shuuan. I have no statement, except to indicate my willing- 
nesB to provide what information I can to the committee, both in 
answering questions here today and for the record. 

Mr. Bedell. Thank you. 

Mr. Durbin? 

Mr. Dubbin. Thank you, Mr. Chairman. 

Mr. Naylor, you indicated a debt-to-asset ratio in 1983 in the 
farm economy of approximately 21 percent? 

Mr. Naylor. That is correct. 

Mr. Dubbin. How does that compEU*e with the 1971? I might have 
missed that figure in your testimony. 

Mr. Naylob. In the 1970-71 timeframe, it was in the 16 or 17 
percent remge. It has drifted up over the decade lai^ely as a result 
of very heavy lending, initially in the early seventies by the com- 
mercial sector, in which leveraging occurred by some operators 
both for equipment and real estate. 

Mr. Bedell. Will the gentleman yield? 

Mr. Dubbin. Yes, sir. 

Mr. Bedell. Could we put the chart up, the one that has to do 
with that? That one. 

Mr. Naylor. Yes, air. 

Mr. Bedeix. Thank you. 

Mr. Naylor. This reflects the runup from $54 billion here to 
$215 billion projected in 1983 against assets of about $1.07 trillion, 
which is both real and nonreal values. About 16 or 17 percent in 
the b^inning was the debt-to-asset ratio. About 20.5, 21 percent for 
this coining year, largely as a result of a rapid runup, probably in 
some CEises not the right kind of supervision either by the commer^ 
cial sector or Government. 

In other words, loans were used for nonfarm purposes or weren't 
used for effective purposes, machinery was purchased which prob- 
ably shouldn't have been purchased. 

As a result of that, some of the producers got overextended and 
the debt-to-asset ratio crept up. Overall, from any business perspec- 
tive, a 21-percent debt-to-asset ratio is pretty good. But for those 
producers, and in many instances those are your leirger commercial 
producers who use debt in a more corporate fashion, that ratio is 
somewhat higher. 

Mr. Durbin. Indicated delinquencies are presently in excess of 24 
percent? 

Mr. Naylor. For Farmers Home. 

Mr. Durbin. How does this compare historically? What has been 
tiie regular delinquency rate over the last 10 years? 

Mr. Naylor. It is up somewhat, not as dramatically as some felt. 
We tend to be cyclic because our payments are mos^y annualized, 
so we hit a peak when the payments are due, and go down for tiie 
balance of tiie year as we begin to get payments in, as crops come 
in and paymente are made. 

It is higher than we would like for it to be. But we reo^nize the 
current situation. In fact, we use that tool in some forms where it 
will be helpful to the industry and the individual, we will inten- 
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tionally carry a borrower delinquent if that is Qte beet way to deal 
with hu particular situation and we feel we can help him. 

Certainly, thou^ we need to continue to work and improve 
upon that delinquency situation, but not at the expense of taking 
producers out that have a reasonable chance of success. 

Mr. DuRBiN. Have you done any EuialysiB along the guidelines 
that you have mentioned earlier as to how long you can be tolei^ 
ant, patient, with a borrower who falls in the 24 percent of those 
deljjiquent? Do you know how many of those would, under your 
guidelines that you mentioned, be candidates for foreclosure pres- 
entW? 

Mr. NAYiiOB. The actual result is that very few ever do. But 
there is a reasonable point at which I think you have to take a lock 
at the individual and see whether or not he has demonstrated the 
ability as a businessman, a business farmer, to succeed in the farm- 
ing business, which has become a highly technical, highly capital- 
ized business which takes a fair amount of business ability and 
agilit? to succeed, particularly as a full-time ccnmnercial farm pro- 
ducer. 

U you have a situation where he is clearly gone for 3, 4, 5 years 
without paying any debt, or very little, and not imly with us but 
with the IocelI fertilizer deiiler, implement dealer, and that is fJEur^ 
typical in the cases we have had to act on, and you get into that 
kind of situation, then you have to assess whether he is an effec- 
tive operator, find has he got crops that have been consistently 
poorer than his neighbor, for example. 

If you put all those elements together, you finally, at some point, 
have to make a judgment call. We have been criticised fen* waiting 
too long to make that judgment call. We have typically carried a 
producer even when he is showing mgns of these problems for sev- 
eral years before we have actually taken the action to dose out 
that particular loan. 

There is no specific answer, I think, in the sense that you have to 
look at each producer and see if you can, either by counseling or 
otiier assistance, help him overcome that problem, either from us 
or fixnn the extension service or from some other source, and help 
him succeed. 

Only when you have exhausted that abili^ should you then turn 
and say, "We have got to close this one out. 

Mr. DuRBiN. So you haven't done any analysis of the delinquen- 
cies to determine what foreclosure rate we might be fiocing in the 
future based on your guidelines? 

Mr. Shuman. Mr. Chairman, from the studies we have done in 
the past, we find no correlation between the percent delinquency 
and number of eiccounts that fire foreclosed. It depends so much on 
what is the reason for the delinquency, whether it is a year in 
which, contrary to what had been originally pleumed by the 
farmer, it seems appropriate and prudent to hold crops and com- 
modities for longer than had originally been estimated. These ac- 
counts then for uiat short period of time show up delinquent. 

But our attitude, as the Secretai? indicated, is to deal with eeich 
borrower on a case-by-case basis. We estimate that fiscal year 1983, 
we will have approximately the same number of accounts that will 
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be in serious problems, enough problems that we will have to liqui- 
date as we had last year. 

Mr. DuRBiN. Mr. Shuman, wouldn't that also be t^ case in 
terms of, I believe the Secretary mentioned the other day, the ef- 
forts made by your Department in terms of those who voluntarily 
liquidated, and that sort of thing? Do you anticipate the same rate? 

Mr. Shuman. My statement would mclude all reasons for Farm- 
ers Home Administration-financed operations leaving agricultiu^ 
for financial reasons. 

Mr. DuRBiN. 1 guess the bottom line here, and being from Illi- 
nois, as you are well aware, Mr. Shuman, and I am glad to see you 
are here, too, I am concerned as many people are about the loss of 
family farms and the small farm operations. It seems that in this 
economy they are the most vulnerable. 

The price of com for the last 3 or 4 weeks has certainly been a 
marvel in my area. People are wondering what is going on there. I 
don't have Em answer for them. I can t really explain to them 
where we are headed in terms of the farm economy and what hope 
is on the horizon for the small and medium-sized farmer. 

It seems like they are the ones hardest pressed bv this whole 
economy and the ones least likely to survive, just looking at their 
assets and credit capabilities. I am wondering if there is any con- 
scious effort being made by the administration to pay special atten- 
tion to this level of farming to make sure we keep our farming 
large, diverse and competitive? 

Mr. Nayix>b. Mr. Durbin, I think very much so. I think that is 
reflected in the efforts of the Secretary in developing an innovative 
pn^ram, PIK, to deal with that, Eind the very m^or efforts in 
export, effort to get fair access to markets. 

And I think we will see some success there. In the credit area, 
we mo6t assuredly intend to continue to work very clos^ with the 
family farmer to try and see that they have the opportunity to suc- 
ceed. 

The debt picture in that area for the smallest farmers, that pic- 
ture shows actually less debt than our entry level, if you will, com- 
mercial family farmer, the one attempting to farm full time, the 
$40,000 gross mcome and above. 

Those are the producers that we need to pay particular attention 
to. Those are the ones that have the highest leverage ffictors, along 
with the very large commercial operators, many of whom are 
family farmers, but are very large scale in terms of the total dollar 
volume passing through. 

Those are the two groups experiencing the most financial stress, 
those that are attempting to operate full time as full-blown com- 
mercial producers, $40,000 a year gross or more, and that is fairly 
conservative, represent about 20-pluB percent of the total producers 
in the country. 

They are facing some of the problems today where we are finding 
the need to do joint financing with the commercial banking indus- 
try, the ftirm credit system, both of whom, I think, Mr. Durbin, de- 
serve considerable credit for the effort and guidelines they them- 
selves are carrying in working both with us and individual produc- 
ers. 

We have had great cooperation there. 
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Mr. DuRBiN. If I may ask one last question. 

Mr. Naylor, is it my understanding that you are not prepEired to 
speak today to any of the specific features of H.R. 1190? 

Mr. Naylor. Mr. Durbin, the administration has not completed a 
review of this le^lation, and we are not prepared to give an ofR- 
cial administration view on the l^pslation today. There are a 
couple of elements, however, specifically dealing with the question 
of moratoriums and deferments which tne adminiHtration's position 
is quite well known on, and we feel quite strongly needs to oe han- 
dled on a case-by-case basis, and therefore, would strongly oppose. 

There are other provisions which we would be most pleased to 
work with the committee on. I know additional hearings are forth- 
coining. We will give you our full cooperation on some of those as- 
pects that are certainly worthy of notice and need additioneil dis- 
cussion and review. 

Mr. DtntBiN. Thfink ^ou very much. 

Thank you, Mr. Chairman. 

Mr. Bedell. Thank you, Mr. Durbin. 

Mr. Stenhohn? 

Mr. Stenholm. Thank you, Mr. Chairman. I apologize for being 
late. I would ask unanimous consent to insert my prepared state- 
ment in the record at the appropriate point. 

Mr. Bedell. Without objection, your statement was placed in the 
record. 

Mr. Stbnholu. Thank you Mr. Chairman. Welcome, Mr. Naylor 
and Mr. Shuman, to our hearing this morning. I want to pursue a 
little more the line of questioning of Mr. Duitiin and ask if, in the 
delinmiencies, the people in the most trouble, is there an age 
factor? 

Is there anything that would show it is our young farmers that 
are having the most trouble, or do you have that information? 

Mr. Nayloe. Mr. Stenholm, we don't have those characteristics 
broken out, per se, and have not kept them. In fact, quite candidly, 
until just about a year and a half ago, when Mr. Shuman started 
it, the Agency didn't really keep any log of activity figures, other 
than the foreclosures. We didn't keep liquidation numbiers or a tot 
of this data. 

It hm been verjr hard for us to calculate a trend because the 
Agency has historically not kept those kinds of information. We 
are b^inning to accumulate it so we can do a better job of assess- 
ing where the problem areas eire and what can be done to help 
^em. 

Mr. Stenholm. I think a lot of us suspect that there is some 
similarity between the delinquenices and the age. We know very 
well what the average age of farmers is in the United States today. 

Along the same Ime, when we talk about debt-to-asset, I always 
get very interested in this because when I make some of my 
speeches out around the coimtry, there fire various economists that 
will just tear me up when 1 make statements pointing out that ag- 
ricultural incomewise, we are in a period in constant dollars simi- 
lar to where we were in the Great Depression. 

And we immediately start talking about debt-to-asset. The fig- 
ures don't lie. It is a fact that agriculture eis an industi^ is in good 
shape. How do you see it? I guess to preface my questions specifi- 
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cally, I heeird a vice presideDt of International Harvester spealdng 
not too long ago. He was projecting their turnaround, the earliest 
possible point in time, for the fourth quarter of 1984 before they 
could see a recovery b^inning for the farm equipment business. 

Based on the numbers that you have available to you as we go 
into the 1983 crop, is that a reasonable expectation for agricul- 
ture's turnaround? 

If so, what are we going to be looking at in this committee a year 
from now? 

Mr. Naylor. I would hope we would be lookii^ at a considerably 
improved picture. In the case of International Harvester, of course, 
bringing the PIK program to beeir, expecting reduced production 
this year, farm machinery sales will be off somewhat. That may be 
ofiaet to some degree as they are able to collect some of their ac- 
count receivables and improve their general position. 

But it will cause them perhaps to leig somewhat behind the gen- 
eral farming operations in terms of recovery. I think, too, in the 
area tliat you mentioned, talking about age — what we called in the 
farm credit system in the field during the time I was in the system, 
the young Turks— where you saw some younger operators use their 
rapid runup in real estate values to heavily leverage themselves 
either to expand their property holdings or to buy very highly pro- 
ductive equipment or very large and expensive equipment, not 
rfways that productive for their particuuir operation, that has 
caused some feeling that the producers under pressure are all 
young, I think in some cases, in some circles. 

But certainly some of those that were aggressive, used the runup 
in real estate vedues to leverage very heavQy, are some of those ex- 
periencing difficulty now, and are those that are drawing a great 
deal of public attention because they were perhaps well known in 
their communities during the period that that was being done. 

Then, as you had inflation drop off, you had relatively high inter- 
est rates, a period of veiy high interest rates, and they ^ot caught. 
As a result, they are finding it very difficult to work their way out. 

Those are not Edways our borrowers. In many cases, they are 
with the PCA's, they are with the commercial banks. We may have 
some lending out to them, but they are more predominantly still 
out in the commercial sector. 

Mr. Stknholm. You mentioned PIK in your opening testimony. 

Mr. BsDBLL. The 5 minutes has expired, but the gentleman may 
finish his questioning. 

Mr. Stenholh. In r^ard to PIK, you mentioned the same hope 
that I share, that PIK does in fact work and help begin this speed- 
up in the economy for agriculture that we all hope it will. 

What is the attitude of the Farmers Home to your borrowers in 
regard to PIK? Are you encouraging your borrowers to participate? 

if so, bow strongly? 

Mr. Shubcan. We agree 100 percent with your hopes that the 
PIK pn^ram will be successful. We are encouraging our clients to 
take part in the payraent-in-kind program. We either already have 
or are sending, if uiey haven't gone out already, packets of infor- 
mation to £dl of our loan officers explaining the provisions of the 
payment-in-kind progma, so that they will have that information 
m counseling with our borrowers, to encourage them to succeed. 



:y Google 



WhOTe the bottom line shows obvious improvement fin* tbe bor- 
rower to participate, and would be in the best interest of the 
farmer and the Government, the loan officer has the authority to 
make tluit a condition of loan approval. 

We do not have a requirement in our regulations that there be 
cross-compliance. But historically, the Agenc3r|s borrowers have 
been heavy participators in ASCS and other price supporting and 
acreage reduction programs. 

Mr. Stekholm. m other words, you are strong encouraging par- 
ticipation, but you leave it up to the local county loan offi^ to 
make the final determination? 

Mr. Shuman. Yes, because we have right at this point no way to 
mandate across-the-board compliance. I would estimate, thou^ 
that we will see substantial participation. I am going to say in tne 
80-percent or higher range. 

Mr. Stknholm. Thank you, Mr. Chairman. 

Mr. Bedell. Mr. Tallon? 

Mr. Tallon. Thank you, Mr. Chairman. 

Mr. Naylor, we are coming in contact with more and more of a 
special cat^ory of producers that are turning to Farmers Home as 
the last resort that have traditionally used production credit and 
other commercial institutions for financing. 

However, the farm economy in the stete it is today, and also the 
deficit spending that this administration has gotten us into, the 
available credit is just not there. The banks don't seem to want to 
extend credit to farmers. They are looking for better loans, quite 
frankly. 

So, as these people are going to Farmers Home, the funds allo- 
cated for operatiiu loans in many cases are not — how are you 
treating them? What is the attitude toward the new borrower 
coming in with probably a stronger financial stetoment, a stronger 
eamomic situation than many people that you already have, and 
don't we need additional moneys for operating loans? 

Mr. Naylob. We are monitoring the money available very closed 
and will, as we have in past years, in processing through the 
season. Historically when we were appropriating less money for op- 
erating loans it was not unusual to come back in during the year 
and have a supplemental. That was not necessary last year because 
of a substantial increase in the appropriated funds for that pro- 
gram. 

We had anot^r increase for this year, and are proposing an- 
other substantial increase for the 1984 fiscal year. At this moment, 
we don't feel we will need additional funds, but we will be closely 
watching that as we complete our season and keep that as part <n 
our concern, as it is yours. 

In answer specifically to your question, we are attemptingto 
take care of our borrowers as early in the aeaaon as possible. We, 
quite frankly, in all candor, are keeping pressure on the comnier^ 
dal and farm credit system lenders to keep as many of their bor- 
rowers aa they possibly can. 

Where we can accommodate them with subordinations, or where 
we can provide other assistance, we have the capability, and where 
it is graiuinely necessary to do that, we intend and I think we will 
he able to handle new borrowers this year. 
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We do have funds in reserve to meet areas that have special 
problems, and will allocate thoee— Mr. Shuman will — as necessary 
to cope with thoee specific problems. 

But certainly, it is a delicate job. It is a difiicult job, to be sure 
that we are on top of it every second, every d^. We intend and are 
doing our best to do so. I think we succeeded in that last year. I 
think we will be able to do it this year. 

Mr. Tallon. You mentioned subordination. Manjsr of our tobacco 
farmers are in the process of their lease negotiations and paying 
for their leases now. Many of these producers are the same ones 
that I am talking about that are coming to Farmers Home for the 
first time, because, frankly, a lot of them have been using commei^ 
cial banks. 

But you are having to go ahead with the borrowers you eilready 
had on the books first to take care of their operating loans, where 
that is justified. And these people are WEiiting. 

Time is really running out on them, and tiiey are under tremen- 
dous pressure right now to go ahead and omsummate these leases. 

Mr. Natlos. We are handling these as quickly as we can on a 
Gntrcome, first-serve basis. I understand that problem, and we are 
continuing to process them as quickly as po^ible. Again, we are 
encouraging the commercial lender to keep his customer emother 
year wherever possible. 

In many instances, in fact, most instances in all honesty, in the 
end they will do just that. But where it clearly can't be done then, 
we need to step in. I think it b important to note that this last 
year was an all-time record in USDA in terms of fimds for short- 
term agricultural needs that were made available, either through 
COC or through the Farmers Home -Administration, totaling about 
$16 billion, which was an all-time hi^, and led to us taking the 
responsibility for 27 percent of the market share from 3 percent 
just a couple of jrears earlier. 

I think that is a strong indication of the commitment of the ad- 
ministration to respond to the credit needs where the commercial 
sector and farm credit system has not been able to reroond or has 
had to move some cetses that we have been willing to take and have 
done so. 

I think that is reflected, edso, in our budget request for signifi- 
cant increases in the amount of money being made available for 
operating loans, which has more than doubled since I came to 
Washington a little over 2 years ago. 

Mr. Tallon. Other than subordination and your administrator 
calling the bank, what can you do to encourage the bank to go 
along with these farmers again for a year? 

Mr. Natlok. We can do, and in about half of the cases in the 
country that we have had verified, we have instructed our county 
supervisors to sit down with the commercial and Farm Credit 
system lenders in their area to work out problem loans held by one 
or both. 

The response we have gotten from the commercial banking in- 
dustry has been that our county supervisors have been pretty good 
about that. We have areas where they have been better than 
others. 
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But I think the key factor, in my mind, has been in Washington, 
with the Secretary putting together a credit advisory ^roup ol the 
American Bankers Association, agricultural tenders, independent 
hankers, farm credit system and ourselves, to monitor our prob- 
lems to be sure we are watehing them. 

We have tried to instill that same attitude at the local level. And 
we have had reeisonably good success. Not as much as I want, but a 
major change. As recently as 3 or 4 years ago, our people rarely 
even talked to the commercial sector. 

Not a very good way of doing business. And vice versa, to some 
d^^ree. We have seen that change. We have seen the attitude of 
the commercial and farm credit system lenders become very good, 
ver^ helpful, very willing to cooperate with us. 

lliat is a signincant change. 

Mr. Tallon. Thank you. 

Mr. Bedell. Thank you. 

Mr. Glickman? 

Mr. Glickman. Thank you. 

Frank, Mr. Shuman, it is a pleasure to welcome you here. I 
would lilce to start out complimenting you. I understand you have 
improved your statistical reporting of farm credit problems. There 
are still problems of defmitions, but perhaps our pressure or what- 
ever has helped moderate the problems of the past. 

I also would compliment you on moving the interest rates down 
on operating loans and other things. Although I am a little bit 
cynical because it seems to take a speech by the President of the 
United States to a farm group to get that to happen. 

So maybe the best farm policy would be to schedule the Presi- 
dent once or twice a month into the farm groups around America 
in order to get some movement on farm issues. I would like to 
speak to the deferral issue. I just couldn't resist that. 

You seem to imply that you are opposed to any moratorium. I 
would go back to the Jones bill, that Mr. Jones and Mr. Coleman 
introduced. As I understand it, under existing law, Mr. Naylor, the 
Farmers Home Administration has authority to grant deferraU on 
repayment of farm loans to avoid foreclosures. 

Under your policy, you will not foreclose on borrowers who acted 
in ^ood faith, who have made an honest effort to pay and are ap- 
pWing recognized successful management practices, have acted for 
all loan security and have a reeisoneible chance to repay their loan. 

What is wroiu with putting that language into a statute? That is 
Etll the Jones-Coleman bill does. That doesn't call for any moratori- 
um. It doesn't call for any blanket deferrals or anything that would 
otherwise mislead farmers. 

Mr. Natlor. Well, Mr. Glickman, I could reverse the question, if 
you accepted, in fact, we are using our authority properly, why do 
we need that legislation? But let me go on. 

There is a very significant difference. The law and the way it is 
interpreted currently gives the agency the discretion to use those 
authorities and to make that judgment call based on the ability of 
that loan officer and the people working with that particular loan 
out tiiere. 

This language would change that. It says, "shall, at the initiation 
of the borrower, grant the deferment and moratorium." Our attor- 
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neys have consisteiitly felt that when that kind of language, or any 
language that changes the current definition is put into place, the 
practical effect of it will ultimately be to essentiEdly mandate aai 
acroB8-the-board deferral moratorium. 

People will simply quit paying on those loans when they know 
they don't have to, when the discretion is theirs, not ours. The 
result would be a chaotic credit situation, and one in which individ- 
uals who are not deserving of a deferment or moratorium can very 
well ^ one. 

We have found across this countiy, and I have met literally in 
the last year with thousands of producers, that the fanner in this 
country, the active commercial family farmer out there hard at 
work, does not feel that the credit quality should be jeopardized by 
indiscriminate deferment or moratoriums, or terms that would 
allow individuals who might otherwise have the capability of 
paying as they must do commercially, not doing so. 

We see no way, once the language is chan^ to effectively, di- 
rectly or indirectly, as a result of possible legal cases, preclude that 
kind of thing from developing. We think we have the authority. We 
used it 42,000 times last year. I think that is a good record. I think 
it indicates compassion and willingness to use it. 

Mr. Glickhan. I don't question that the last 6 months you have 
used that authority. That is true. I think a little while betck there 
was indication that you weren't using that authority, and that 
pressure came from high in the administration and particularly 
here in the Congress, too. 

The question is if as a matter of policy we decide you should ex- 
ercise that authority, if you don't, you could decide in time not to 
engage in that compassionate attitude. 

But it looks to me as if we give you almost everything that ^u 
do now in the statute, then you say you don't want it, the implica- 
tion is to the farmers of the country that you really don't want to 
be saddled with any deferral authority whatsoever from Congress. 

You just want the absolute total discretion to do whatever you 
want to do. That bothers me very much, particularly because even 
though interest rates have fallen, real interest rates haven't fallen. 

When you consider the inflation rate is at 3.5, 4 percent, and 
your interest rat« if 10.4, 11, whet is your operating interest rate? 

Mr. Shuman. It is presently 10.25 percent. 

Mr. GucKMAN. So you are t-fillring about a real interest rate of 
7.25 percent, which is basically what we have had for a long time 
now when inflation was at 10 or 11. It concerns me very much that 
there isn't some language that you have to do this kmd of thing. 

Mr. Natlor. Mr. Glickman, I think the language exists in the 
bill to do that. I think any responsible loan manager would use it 
and would continue to use it. I think we have an obligation to use 
it with those who needed it and I think we have been doing that. 

I don't think anything is going to happen to change that. But I 
think you are in a dangerous situation where if you take that dis- 
cretion away from the lender to make decisions, which have a wide 
range, not just deferment, but rescheduling, amortization, a whole 
range of things, for that borrower. 

^d put it into someone else's hands, in this case the borrower, 
to say you have got to do this for me. Once you do that, the pattern 
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of court decisionB has been, once the "Bhall" is there, it doesn't 
become maybe or discretionaiy. It becomes must. 

When that happens, your borrowers quit paying. That is counter- 
productive to the best interest of American agriculture. It is going 
to endanger the reputation that farmers have developed over the 
years as being reliable credit borrowers which has made credit 
available to them and made it available to tbem at a generally 
lower interest rate. 

I think all American farmers take a risk of paying a penalty if 
we start indiscriminately using the moratorium or gst stampeded 
into doing that. 

Mr. GuCKMAN. Thank you, Mr. Chairman. 

Mr. Bedell. Mr. Coleman. 

Mr. CouMAN. Mr. Naylor, I am sony I missed your slide presen- 
tation here, but do you have the chart that shows the criteria that 
you now are utilizing in loan deferrals? 

Mr. Natlob. Yes, sir. 

Mr. CoLEBtAN. Could you put that up there for me? 

Mr. Nayloh. Yes, sir. 

Mr. Coi^MAN. As I understand the guidelines, on a caae-by-case 
basis, the agency is presently renegotiating, restructuring or defei^ 
ring loans if the five following criteria are found to be existing. 
That is that the individual has made good-faith efforts to repay his 
loans. 

Second, they were unable to pay because of circumstances 
beyond ^eir control. Third, they practice sound management. 
Fourth, they maintained the securily of the property. And fifth, 
they show promise of repaying the new loans and interest from 
current year's production. 

M^ question is: If those five criteria which you have already es- 
tablished as objective criteria were incorporated as an amendment 
to section 6 of the Jones-Coleman bill, would that not really, as a 
practical matter, simply put into place legislatively the same objec- 
tive standards that you are applying today to 24,000 different boi^ 
rowers? This would simply ratify t£e good deeds that you are in 
fact doing now? 

Wouldn't that be the case? 

Mr. Natloh. Mr. Coleman, I wish that were the case. We have 
spent a good deal of time with the attorneys ourselves because this 
issue is not new. It has been brought up four times by the Congress 
in the last 18 months. We have found no way, no matter how 
simple it seems or how straightforward it seems, to modify the cur- 
rent authorities which spelt out essentially all these same things 
that are in the law now. 

The only real difference, the key difference is changing the word 
may to shall. And a couple of other minor revisions of the wording, 
that is really all you are talking about. But the effect has been that 
the courts invEuiably, and the results themselves have been that, 
once that is done, it becomes, in effect, mandatory. 

Mr. CoLBMAN. It is only mandatory if there is a finding that 
tiiese five objective criteria were in fetct met by an applicant or by 
a borrower. Are any of your attorneys here today with you? 

Mr. Natlob. I don't believe so. 
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Mr. CoLEHAN. PerhapB we Bhould talk to some of them. I keep 
hearing the attorneys advising you on this. I would suggest that 
there are cautious attorneys who may want to cloud the issue. 

It seems to me that, just like any sort of law, there have to be 
standards. And the staiidards are there on that board. If they were 
adopted, it does not mean there is an acroBS-the-board, blanket de- 
ferraL 

Not eveiyone who walks into the Farmers Home office is going 
to be able to get a deferral. You still have a selective, limited defer- 
ral program, as you have now, and you must meet those five 
criteria. 

All I am suggesting is that we have three criteria in the present 
bill — I think if we adopted the five, this would, in fact, be ratifying 
what you are doing administratively. 

Mr. Natlob. The important distinction is these guidelines are 
used for loem-making, tneae are guidelines as we look at the bor- 
rowers coming year 

Mr. Coleman. What are your criteria then for deferring the 
loan? I was under the impression these were the same criteria used 
for deferring or rescheduling a loan. If they are different, how are 
they different? 

Mr. Natlob. Because of the wide difierences in farming practices 
across the country, there are rather extensive guidelines. We do 
have them in writing. I would be pleetsed to provide them to you 
for the record, and you specifically, Mr. Coleman, on the deferral 
issue. 

Again, getting back to the question you asked, what you are talk- 
ing about is having a situation where the borrower comes in and 
says, "I have coming to me a deferreil. And I meet one of these con- 
ditions. Now, you must show that I don't." 

And the abmty of the lending official to deal with that historical- 
ly, from a court standpoint or other case, has been difficult. 

Mr. Glickman. Would the gentleman yield on that point? The 
gentleman's bill, from Missouri, does not say that at all. It says the 
burden is on the borrower to show these things. Not on the Govern- 
ment. The burden is clearly on the borrower to show he meets 
these criteria. 

Mr. Coleman. It says on a showing by the borrower. That is sec- 
tion 6. On a showing by the borrower, that borrower one, two, and 
three. Let me go back to Mr. Shuman. 

What other factors do you consider when a farmer is applying 
for a consolidation, a rescheduling of his loan or a deferral? 

Mr. Shuman. No, sir. That is the criteria we look at in determin- 
ing whether we would continue to extend finfmcing to a problem 
borrower that we now already have a loan with, or is on our portfo- 
lio. 

Mr. Coleman. Do you have these guidelines written out? 

Mr. Shuman. Certainly. They are in our r^ulations and have 
been there for some time anA we have been utilizing them for some 
time. 

One important consideration is that the rescheduling should not 
be longer than tiie useful life of the security. We have conditions 
that have to be tested as to whether the borrower, if a deferral is 
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granted, whether the borrower can continue to operate after the 
deferral is over. 

There are several other tests that are a part of making the detei^ 
mination whether or not a deferral is in order beyond and more 
detailed than those. We will be glad to provide those for you, a 
copy of our r^ulations in that r^ard. 

Mr. CoLEfiCAN. Thank you. 

Mr. Chairman, my time is up. 

[The information submitted follows:] 
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Mr. Bbdeix. Thank you, Mr. Coleman. 

We will have an opportunity for members to ask additional ques- 
tions. I think it is critically important. I have to tell you, the chair- 
man is not very pleased with the answers we are getting here. 

I cannot understand why you would have a different require- 
ment for deferral than you do for granting a new loan to somebody 
that is fdready in trouble. Maybe there is something I don't under- 
stand. 

The second thing is, unless I am misreading this bill, the bill 
clearly leaves it up to the borrower to show he is meeting those cri- 
teria and we may have to get your lawyers up here before us, be- 
cause I hai^wn to agree with Mr. Glickman and Mr. Coleman, that 
the excuse that this would say that people would have to be given 
loans when they just said they had met those things is, in this gen- 
tleman's opinion, inaccurate. 

Could we get back to the situation that we had in regard to the 
iirst chart that you had there that showed where tiiere was a 20- 
some percent loan-to-equity ratio, Mr. Naylor? It is the very iirst 
one. 

Thank you. Do you have a breakdown in r^ard to the various 
segments of aericulture? Can you tell us how many farmers, for ex- 
ample, do not nave any substantial debt? 

Mr. Natlok. Mr. Bedell, we do have a breakdown, both in real 
and nonreal. But it is important to keep in mind the characteristics 
that you are talking about, the number of farmers, 2.4 million total 
farmers that you are breaking out. 

Yes, I can give that to you. In both cases, in real and nonreal 
debt, about half of the producers in the United States are self-fi- 
nanced. In other words, they have no outstanding debt, real or non- 
real. 

Predominantly, however, those are small fanners. Your larger 
family commennal producer or commercial producer typically uses 
credit in the same way any corporation does, and hfis a leverage 
position somewhat higher in total debt outstanding. 

And that produces the average that you have. 

Mr. Bedell. We are short on time. But the point I want to make 
is, that half, if half of your farmers essentially have no debt, then 
if that would then change that 21 percent, I should think, to 42 
percent for the balance of those. If all the debt is concentrated with 
naif of the farmers, then the debt-to-equity ratio, assuming they 
are similar size, would make a difference, I understand that, if you 
take that and cut that in half, I presume you have got a further 
concentration in that bottom 25 percentile. 

And at least — where is the equity base — as of what date was that 
equity base established? 

Mr. Naylos. At the end of fiscal year 1982, September last year. 

Mr. Bedell. Did that account for the decline in land vedues? 

Mr. Nayloa. Yes, it does refiect decline in real estate sales. 

Mr. Bedell. What I think would be beneficial to this member of 
the committee, if we could get from you, since you have thoee fig- 
ures, the breeikdown at least by quariUes of the borrowers so that 
we knew where that bottom 25 percent fell into this figure, so that 
we knew how much of the total equity we were t.pl icing about, and 
most particularly so we knew if we saw another 15-percent decline 
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in farm vEtlues, and my gueeB is, if you took total value, that is land 
value in my area, certainly the value of machinery has gone down 
significantly more than that, that the question is what is the debt- 
tonequitv ratio among the bottom 25 percent, I think it would be 
very valuable to us. 

Mr. Naylor. We would be happy to provide as much of that 
detail as is available either from ourselves or the Census Bureau. 
Census has collected a good deal more data than they have in the 
past. And Uiey are begmnlng to accumulate that information. It is 
important, and I think it is fair to point out and should point out 
as I did tiiat the bulk of those in the 50 percent that have no ddit 
are of the smaller producers. And so you tend to have lai^er 
amotmts of debt among the commercial producers. 

[The information submitted follows:] 

The DepsTtjnent'e Economic Saooarch Service (USDA-EatS) baa fbrecait a 20.1- 
percent debt/aaaet raUo for all faims on Janua^ 1, 1983. On January 1, 19^ the 
debt/asset ratio of all farma was forecast at 18.6 percent, lliere is no current data 
on the d^/asaet ratio of variouB site famu for 1982. The following is the nMit 
recent ddnt/aawt ratio data on clnaowi of forms by aalee compiled wiili ERS in 1981 
and published in August 1982: 

Farm grott aaka OtH/mmniit 

Lew than $2,500 wi 

82.600 to M.999 „._ „._ _._ 18.4 

1^000 to $9.999 14.1 

$10,000 to $19,999 _ 15.1 



$40,000 to $99,999 „.„ „.„ „ 17.0 

$100,000 and over _ 20.6 

Mr. Bedell. When I was back in the district this past weekend 
and met with people who are being forced out of business by Farm- 
ers Home, they brought up to me a serious problem that you may 
not be aware of. They tell me that when yoiu- office serves notice <n 
forced liquidation, that that freezes all payments that that pereon 
can make. And that therefore they can't get the money to feed 
their livestock, tiiey can't get the money to feed t^eir family once 
you serve such a notice. 

Whereas if they go into bankruptcy court the bankruptcy court 
will give them that authority. They tell me that is coming froca a 
ruling in Washington. Are you awEire of that? 

Mr. Naylor. Mr. Bedell, I am not familiar with that. If you are 
ttilking about an acceleration letter 

Mr. Bedell. No. When they are notified that they are under 
forced liquidation, that you are closing on them, that they then do 
not have access to money, even if they sell cattle, that they cannot 
take any of that money for their living expenses or to feed the rest 
of the livestock they have on their farm. 

Mr. Naylor. I eun not familiar with the specific case that you are 



Mr. Bedell. It is all of them. It is a ruling out of Washington, 
D.C., they tell me, that tells them that whenever a forced liquidar 
tion notice is served, that they then cannot— any money that comes 
into them has togo toward the repajnnent of the debts that are al- 
ready accrued. T^;^ cannot get money to buy feed for their live- 
stock or feed for their family. 
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Mr. Shuman. The agency can provide what we call protective ad- 
vances. But they would not be utilized, could not be utilized that I 
am aware of for the type of situation ^ou are talking about. We 
must make sure that the basic security is protected and the proper 
liena are on it, but I am not sure 

Mr. Bedell. Mr. Shuman, this is absolutely crazy. If it is a situa- 
tion where the person has to go to court to declare bankrupttnr in 
order to get the money to feed his family and feed his livestock, it 
is absolutely crazy that you have got a ruling out of your depart- 
ment that tells him he can't get it unless he goes to court. 

Mr. Natlor. Mr. Bedell, I would like to check into that for the 
record. I am not aware of any situation where we would be so fool- 
hardy as to destroy our own collateral by not letting it be fed or 
keep a fiimily from beii^ properly fed so they can operate their 
busmess. I tlunk there is some coiifusion here, clearly, and I think 
we need to check into it. I would be happy to have, sit down with 
you and get the details that you have received. We will check it 
out 

[The information submitted follows:] 



. ....._ ._. , „ -., cast of sale and liens iL_ 

order of priority. PmHA does not initiate liquidation until it is determined th&t no 
further essiatance will be giveu and the borrower is in default. The default ma^ be 
monetary or breach of covenants contained in the security agreements. After hqui- 
dation is approved, the FmHA State Director can approve protective advances when 
the securitj ia in danger of loss or deterioration. Protective advances become a part 
of the debt secured by FmHA'a lien or are for eipensw of administration of estates 
or are for litigation purpoeee. Protective advances include delinquent taxes or as- 
sessments that constitute prior liens, prenuums on insurance to protect PmHA's in- 
terest and otiier costs including transportation necessary to protect or preserve the 
security. 

Liquidation requires every effort to maximize recovery of the FmHA debt. A coop- 
erative borrower would usually desire to maximize debt repayment. Any proceeds 
realized after the FmHA debts, other liens and costs of sale are paid is available to 
the borrower. 

Mr. Bedell. I take it if that is a ruling, that you are interested 
in changing the rulit^ is that correct? 

Mr. »IUHAN. Very; definitely. It seems like a prdilem. We need 
to figure out what it is. 

Mr. Bbdkll. Thank you. 

Mr. Durbin? 

Mr. Durbin. Nothing. 

Mr. Bedell. Mr. Stenholm? 

Mr. Stenholm. Mr. Chairman, there are probabb' three areas in 
my district that keep coming up as problem areas for us. One deals 
with the delays we run into, particularly on the High Plains of 
Texas where we get a harvest of cotton December fuid Jemuary, 
then you have to begin immediately into the preparation of your 
planning and your loans — with the high volume, the delays. 

The second area is one I want to ask you a question on. I appreci- 
ate the fact that with the temporary help situation and what have 
you, we are tr3nng to work our way out of that. 

I have two qu^tions. First, the problem of workload. Would you 
care to comment as far as the 1984 budget as to whether or not we 
are anticipating Tnalting improvements along those lines? Second, 
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in the area of the $100,000 limitation, do you support the increase 
in the Jones bill from $100,000 to $200,000? 

Mr. Naylob. Mr. Stenholm, I would be pleased to address both 
those questions. First, with r^ard to personnel. Mr. Shuman has 
receiv^ an additional 500 personnel ceiling over his current ceil- 
ing for this coming year. As you probably recall, the Secretaiy's 
testimony last week before the fiill Agriculture Committee, there 
has been a substantial decrease in the total USDA employment. 

Farmers Home Administration is one of the few, if not the only 
agency that has a net increase. In addition, we eu« proposing a 
number of programmatic changes which would load to us being less 
directly involved in the number of pn^ram areas we are currently 
in and spending more time in the farm lending area. 

Specifically, a block grant proposal in the housing area, and less 
activity with a block grant proposal in some of our community pro- 
gram areas which would relieve some of the pressure on our per- 
sonnel in that regard. So, yes, we have taken a number of steps to 
make it possible ^ong with substantial additional trEuning. 

The administration is currently reviewing the proposal with 
regard to the lending limits and several other features of the bUl. 
They have not finished that review, Mr. Stenholm. But it is an 
area which I think we would like to talk further to the committee 
about and plan to do so. It is a problem, I know, particularly for 
your producers in the cotton industry. lliose limit have not been 
revised for several years, and currently are causing some problems. 

I think it is something that should be discussed with the commit- 
tee. We are completing work on that and hope we will be able to do 
so very shortly. 

Mr. Stenholh. The third area of concern is in the loan guaran- 
tee area. It seems in the past we have not had the feeling among 
our local banks, PCA's, that the loan guarantee program has been 
adequate. Do you have any studies, or is this under consideration 
to see what in fact may be done to improve that part of the overall 
loan progreun? 

Mr. Naylok. Yes, Mr. Stenholm. There are two problem areas I 
think that have caused that. One is that the Agency in the past 
several years hack called several guaremtees. I tlunk perhaps justi- 
fiably so. That made the commercial bankii^ sector euid farm 
credit asrstem uncomfortable, whether or not those guaremtees were 
as good as they thought they might be. That is a perception that 
has to be corrected because clearly that damages the practical use 
of the program. 

Second, we have had onerous r^ulations both on the commercial 
and farm credit lender in the papers he has got to prepare, then 
what we have to do. It is a difficult loan to make. That needs to be 
addressed. Mr. Shuman is workii^ on that. 

Mr. Stenholm. One final question in light of Mr. Bedell and Mr. 
Glickman's concerns in the area of the moratorium question. 

It seems most of the major problem areas in my district come up 
when you have a decision made 1^ that local loan officer in which 
he makes a decision that can affect the future life of an individual 
farmer imd his family. Under the procedures, then, that decision 
can be appealed. 
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I assume the first step is the county committee review. Then 
there is an appeal process. I judge that this is the area of the over- 
all lending procedures of FmHA that cause us all, probably, the 
mcyor part of our difficulty. 

Do you have any suggestion, or is there any serious thoi^ht and 
study going on witlun the Department as to what we might do to 
improve on that procedure, which is not working very well? 

Mr. Natlor. An important aspect, of course, of our operation has 
been our farmer loan committees, who are peers of their fellow pro- 
ducers in the area. Certainly we have been moving to strengtlien 
those committees. 

There was a chemge in our characteristics a few years ago. We 
are attempting to move those eu-ound so they are in a better posi- 
tion to be of strong help. Historically they have been a m^or factor 
in helping to make good, sound, equitable decisions on loan actions. 

We have also taken steps to simplify the appeal process. It has 
been a two-headed monster in the sense that it was complicated for 
tiie borrower. It also took an enormous amount of administrative 
time on the part of our employees, to the point they weren't get- 
ting anjrthing else done in some areas where they got into these 
kinds of problems. 

We have taken steps to simpliiy those procedures also for both 
parties 80 we can get a quicker decision down on an appeal where 
it is necessary. We also are monitoring with our district directors 
and Stete directors the quality of decisions being made by our 
county supervisors, and attempting to identify problems before 
they get ahead of us. 

Mr. Bedell. Would the gentleman yield on that? He implied he 
thou^t the county board could overrule your supervisors on an 
app^. 

That is not correct. They don't have access to that. 

Mr. Naylor. No; the fiist appeal step is the district level after it 
leaves the county. 

Mr. Bedell. The concern my people have is that there really is 
no appeal, in their opinion. That once the supervisor rules, that 
they can go above him but the likelihood of somebody highier up 
overruling that supervisor is pretty close to zero. 

They reiolly do not have access to an appeal wherein they have 
objective consideration. 

Mr. Stenholh. Mr. Chairman, that is precisely the point of my 
questioning. I would hope that we might give some serious thought 
to seeing if an improved county committee system might be one of 
the beet thin^ that we could do in regard to the questions we have 
or problems that we have. 

It seems we have a much better coDimunity county committee 
system in ASCS that is able to deal with these type probleois, and 
to reduce the work locul on Members of Congress lutving to deal 
with casework, than we have with our FmHA lending county com- 
mittee system. 

I am saying this is a perception. I don't know this to be a fact. I 
find myself in substantial agreement with you in the case of the 
moratorium question, for example, having had some experience on 
a bank board and some of the difficulties that we can see. 
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But I Btill say there is a problem there that is not being ad- 
dressed. I suggest this for the committee and for you to take a look 
at, seeing whether or not that might not be one of the best places 
to start to solve this problem. 

Nlr. Nayloe. Mr. Stenholm, I would be more than pleased to do 
that. I happen to share your belief that the county committee 
system, the loan conmiittee working with our county supervisors, 
when you have got peers, producers that understand the local con- 
ditions and the situations, can be a very valuable asset and tool in 
treating producers equitably and working with them. 

I would be most happy to work with this committee on that 
aspect, as I know Mr. Shuman would be. They have historically a 
great asset. Unfortunately, they lost some of that a few years back 
and we have been trsring to strengthen them. But I think there is 
room for more improvement, obviously. 

Mr. Bkdeix. I take it you would not necessarily be opposed to 
having the appeal go to the county committee first and have them 
have authority to override the supervisor if they felt it should be 
done; is that correct? 

Mr. Naylor. I think, Mr. Bedell, it would be determined on how 
it was put tt^ther and how it was written up. But we certainly 
would not object to sitting with the committee and reviewing some 
form of that, being specific. 

Mr. BsDEii. Mr. Tallon. 

Mr. Tallon. Thank you, Mr. Chairman. 

Along that same line, that is one of the biggest complaints that I 
am getting, is the cotmty supervisors are telling these farmers that 
you can appeal if you wemt to, but it is not going to do you any 
good. You are just wEisting your time. Do you have the percentage 
of loans that are — operating loans that are reinstated after the su- 
pervisor would tell a producer that his loan is not approved? 

Mr. Naylor. I Eim not sure if we have that data. I will check and 
supply it for the record. I know we don't have it with us here 
today. We do know how much time they spend in that area. I will 
check and see if we have that specific data, Mr. Tallon. I think it is 
important, too, and I would be happy to do so, you also get black or 
wlute when you hear one side or the other. 

As you know, these cases are rarely that way. They are gray. I 
would certainly be pleased to sit down with you or your staff or 
others here on the committee and review the kinds of cases that we 
actually are coping with when we take those kinds of actions. 

It has been my experience that our supervisors are very careful. 
While they may come to your office, as is often the case, and 
present their perspective, when you put it in balance it is in the 
middle somewhere, and the decision that has been made has prob- 
ably been the appropriate one. 

When you look at how few we have actually taken action on, and 
how many we have metde exceptions for, that puts a little different 
perspective on it. 

(The information submitted follows:] 

Reports have been received from all but nine States on appeal actions at State 
level within ti>e past 12 months. Those reports show that 4,246 hearingB on appeals 
were conducted, and that dedsions made by PmHA loan-processing personnel were 
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upbeld in 3,340 caae«. Of 389 decision reviews conducted, 300 resulted in decisionB 
being upheld. 

Mr. Tallon. Many of the producers of course, there is always 
two sides to every question, but feeling there is some sort of person- 
al vendetta. There is a case or two, frfuikly, that I wonder about 
myself with a supervisor or two. What is your average operating 
loan? Do you have that information? 

Mr. Naylor. About 35,000 is the average size, but it is not unusu- 
al for one operator to have several loans. 

Mr. Tallon. How are the funds authorized allocated to the dif- 
ferent States? 

Mr. Naylor. It is allocated on a historic formula basis, but there 
are significant amounts kept in reserve and made available to 
States because of additional demand, or various factors that are out 
of the ordinary. 

We have, as usual last year, with the additional funds appropri- 
ated, more than adequate funds to meet our loan requirements last 
year. We think we are all right this year. But it needs to be 
watched and we will have to monitor it ^ry closely as we finish up 
the loan seeison. 

Mr. Tallon. In South Carolina, for example, he actually, as of 
right now, does not know the amount of funds that he is going to 
be allocated for operating loans for this year, our State director. 

Mr. Shuman. No. He does have that number. We will be trsms- 
mitting to the Members of the Congress our exact allocation formu- 
la that describes how it was allocated and what the numbers are. 

Mr. Naylor. Mr. Tallon, this methodology is written out. We will 
be happy to provide it to individual members and for the record. 

[The information submitted follows:] 
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Mr. Shuman. And the dollare each State director got went out 
JanuaiT 15. 

Mr. Tallon. When the State director is talking to me and he 
says that we are hoping to get more money, that we are running 
out of money, I don t know exactly what he means. The fanners 
are telling me that they are not getting their einswerB, and they 
are waiting. So there is not a chance for him to receive any more 
money now? 

Mr. Shuman. No, sir. There is a chance. We will be allocating 
and reallocating within States to assure that all of our ^plicanta, 
all of our borrowers, that need assistance from Farmers Home Ad- 
ministration are able to receive the funds. 

We try to eiUocate it up front using our estimate of what they 
will need. But because of changing situations from year to year it 
is sometimes diMcult to do this and we have to make adjustments. 
We have in your State, for instance, recently allocated some addi- 
tional funds. I talked to the State director before I came up here 
this morning and he indicated to me some further needs that he 
hfid. We will be trying to hsmdle those as expeditiously as we can. 

Mr. Tallon. We sure would appreciate it if we cotud get those 
additional funds. 

Mr. Shuman. Yes, sir. 

Mr. Naylor. I think also we are not quite sure yet until we see 
how the signup is going how much pressure will be taken off as a 
result of the payment-in-kind program. In some areas that may 
reduce signiiicantly the amount of credit that is required as pro- 
ducers require less input on a current operating year. We are 
trying to assess that. 

But frankly until the signup is completed, March 11, and produc- 
eTS really know themselves where they are going, it is hard to tell 
how many of them will scale back their Hnancial requirements 
both with us and the commercial sector. 

Mr. Bedell. Mr. Glickman. 

Mr. Glickman. Yes. 

Mr. Naylor, in fiscal year 1983 I think less than half of the limit- 
ed resources operating loan money was used. Why was this and do 
you expect using the full amount of money allotted in fiscal year 
1984? 

Mr. Naylor. Mr. Shuman has reviewed that, Mr. Glickman, I 
think. If you don't mind, I will ask him to respond. 

Mr. Guckman. Sure, go Eihead. 

Mr. Shuman. Mr. Chairman, Mr. Glickman, we in Farmers 
Home Administration find that in years in which we have a high 
need for annual operating expenses, rather than term-type operat- 
ing credit, that the provision in the regulations where a loan offi- 
cer has to make a determination tjiat the borrower receiving the 
limited resource funds must not be able to repay the operating loan 
with a regular rate, causes some need to do some very, very close 
examination of the borrower's finances. 

For instance, the 3 percent lower interest rate on an average op- 
erating loan last year of $35,000 that was used for annual operate 
ing expenses for only 4 months in the year with repayment when 
the crop was taken out would have had a very small effect on the 
bottom line of that borrower. The 3-percentage points difference in 
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the operating loan interest expense, would have had a very small 
effect. 

However, we did use most of our farm ownership limited re- 
source funds. I think there, where the rule is that the interest rate 
is half of the interest rate, and you are borrowing the money for at 
least a full year and much beyond, the bottom line effect on the 
borrower's financial statement is substantially greater and makes a 
significant difference. 

Mr. Glickman. You are requesting more money in fiscal year 
1984 for operating loan money, loan money; correct? 

Mr. Shuman. That is correct. 

Mr. Glickman. Therefore you conceivably will have more re- 
source money available. I am wondering what you plan to do with 
the resource loans for 1984. Are you going to notice people of the 
availabihty of this? 

Mr. Shuman. We feel in the next fiscal year because of declining 
interest rates and because of what we anticipate to be a positive 
impact of the payment-in-kind program on our borrowers that we 
would be making more advances for term type operating credit. 

This then will increase the demand for the limitod resource 
funds. So we would anticipate that the limited resource funds 
would be utilized in this coming fiscal year. 

Mr. Glickman. Mr. Naylor, I was told that last year's Civil 
Rights Commission report said that the Farmers Home Adminis- 
tration is not using the limited resource loan pn^am for the bene- 
fit of black farmers. The pn^am being created in some respects to 
help minority farmers. 

I am wondering, has Farmers Home Administration improved its 
record in lending to black farmers? 

Mr. Naylor. Mr. Glickman, we have looked at that report, we 
have substantial disagreement with the findings or even the valid- 
ity, the basis on which the study was made. We would be happy to 
review that with you. We have a good record percentagewise, and 
operatingwise on the number of loans being made, the size of the 
loans being made. There is obviously always room for improve- 
ment. But we would be pleased to review it with you. 

Mr. Glickman. The chairman is not here but you may want to 
give us your thoughts. Have you replied to the Civil Rights Com- 
mission in writing as to their report? 

Mr. Naylor. Yes; I believe that response has gone out from the 
Department. 

Mr. GuCKMAN. Perhaps you would want to share that with the 
committee. 

Mr. Naylor. Yes. 

[The information submitted follows:] 
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DEPARTMENT OF AGRICULTURE 



Honorable Clarence Pendleton 

Chairman 

United States CommiBslon on 

Civil nights 
Washington, DC 20425 

Dear Hr. chalrnan: 

Thank you for sharing with ne the 
report. The Decline ef Black Farml 
Depa r tra ent of Agriculture are deep 
agricultural policy and programs [ 

Your report speaks of two levels of problems: (1) the general 
problem of the declining number of Black farmers and ^2) the 
specific problem of enforcing nondiscrimination law In USDA 
programs. The question of cumulative Impact on minority groups 
. and 'the Department's response to this situation cut across both 
levels. 

1 Black small 

Administration In providing farm loans. However, your report 
discounts the fact that other sources of funding account for 91.2 
percent of the farm real estate and B4.9 percent of the farm non 
real estate debt In the United States. In short, the Farmers 
Rome Administration plays a relatively small role in the total 
farm credit picture. Both the problems in, and the ultimate 
solutions to, farm credit natters encompass far more than the 
Farmers Home AdMlnlstratlon within the U.S. Department of 
Agriculture. 

Your report also takes not* of the loan performance recprd of the 
Farmers Hone Administration and suggests that the size of loans 
received by Black farmers versus White farmers Is dlsparately 
low. However, If this alleged disparity in the average sis* of 
farm ownership and operating loans were put into perspective, one 
would note that the average slie of a Black-operated farm la 
approximately 1/5 the size of the average White-operated farm 
(82.8 acres versus 405.5 acres, as of 1978). This, of coursa, 
would Markedly affect.,tha siie of loans neaded and requested. 
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In addition 2.3 p*rc«nt of all tar* oparators vera Black (as of ' 
197t)t but 5,8 parcant of tha oparating loans went to Black 
oparators (In 1981). Conaaquantly, the word 'disparity* tiay be 
out of place If tt la describing the percentage of PmHA [ara 
operating loans to Black farnara versus Vlhite farmers, finally, 
as you'ara aware, disparate nunbera do not. In and of themselves, 
prove dlacrininatlon. There are nany factors taken Into 
conatderatton In approving or rejecting loan applications, which 
do not necessarily warrant being given > racial or dlscrinlnatory 
connotation. 

In addition, your report falls to take proper notice of the 
nonracial factors at work in society which have served to 
Influence decisions by Black snail farners about pursuing a 
profasston in faralng. Bcononlc, technological, and structural 
factors have deteralned tha rate of decline anong farnera far 
■ore than sociological factors. Mao, private sector anployaent 
opportunities for Blacks have expanded, in sizable part due to 
the passage of civil rights legislation prohibiting 
d scrlmlnatlon In einployinent As a result, many Blacks have left 
the fBrmtng environment to take advantage of those non-rural 
private sector aaploypant opportunities. If that factor warrants 
a racial connotation, the connotation would probably be positive 
in nature. 

Finally, your report Identifies tha Halted reaourca loan prograa 
as being Intended for Black saall farners. In fact, the 
stetutory language does not nentlon giving Black small farmery 
any kind of preferential treatment so far aB receiving a Limited 
Hesouree Loan Is concerned. 

These matters notwithstanding, we have taken a number of steps 
Internally to Improve our civil rights enforcement programs. 
For example, we have recently completed a reorganization of tha 
Office of Minority Affairs In order to ensure more timely and 
effective conplsint investigations and compliance reviews, in 
addition, as part of a four-point program which Is a part of a 
redirection oC tha office of Hluorlty Affairs, wa are 
centralising all civil rights policy development (to Include both 
Titles VI and VII} In USDA to be within OMA. 

Secondly, we are revising external and Internal civil rlghta 
regulations In order to define relationships between OHA and the 
progran agencies. These Inltiatlvea are designed to ensure that 
operetlonal efficiency Is combined with. the firm Incorporation 
and conslatant application of the principles of civil rlghta In 
USDA under tha policy direction of the Director of the Office of 
Hlnorlty Affaire, to^.'-the Secretary. 
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IS It ■ proper rol* for the Department of Agr 
guarantea racial, ethnic, or qender dlveraity 
farners, when tha vary viability of snail fan 



As a third point In OHA't fout-polnt prograa, wa have authorized 
OMA to work closely with fuha to begin a conprehenslv* compliance 
revlaw at nnllA's Headquarters office which will cover the progran 
delivery Issues raised In the CaimnlBsIon's report. Fourth, as ■ 
follow-up effort to the comprehenalv* compliance review, we will 
direct' senior staff aeBbers from CMA and FnBA to focus on both 
civil rights policy and operational policy while exanlning and 
refining, as appropriate, FkHA's procedures of loan assistance to 
small farmers In general, not merely to Black small farmers. 

This examination will be conducted within the context of the 
tenets of the Mow Federalism concept as enunciated by the 
President. As part of this examination my staff will address the 
following issues: 

. >./ among small 
farmers generally is 
important agri-economic Issue? Is It • proper role for 
government to Inject Itself into the free decisions of 
Individuals responding to the operations of the market place? 

Finally, the Farmers Home Administration is revising its 
Instructions for the Limited Resource Loan Program and the 
' composition of county committees, and is reviewing Its civil 
rights compliance program. 

Taken together, these measures by OHA and FnBA should go a Iqng 
way toward improving the civil rights enforcement program of the 
Department. Enclosed is a copy of the responses to the seven 
specific recommendations contained In the Coirrnilsslon's report, 
nie responses provide supplemental Information to the activities 
detailed above. 

The Department of Agriculture appreciates tha Commission's 
Interest In the matters it has raised which apply to USDA, and 
for the recommendations It has offered for our consideration. We 
feel that we have come a long way since the Commission's 
first report on agricultural programs In 1965. 

Mr. Isidoro Bodrlgues recently was appointed Director of our 
Office or Nlnortty Affairs, 447-5681. Me urge your continued 
communication with hiD and feel you can count on our cooperation, 
under his leadership. In the days ahead. 



S^^^^i^ 



XHN BLOCK 

Secretary 
Attachment 
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SPECIFIC RE5P0HSEB TO COHMISSIDN R EC OHM END AT IONS 



B EC OHM EH DAT I OM 1 . Congresm should hold ovarsight haarlngs on 
problena related to Black Earaera, including Faraera Boa* 
Adnlnlstratlon's adnlnlstratlon of the Llalted Resource Loan 
Progran. Farners Hose Adalnlstratlon should revtsa regulations 
and Bore precisely define Halted resource borrowers, stricter 
credtt-elsewhere tests, etc. 

RESPONSE. If any such hearings are held or any tn-depth stud!** 
are initiated within the executive branch* they should focus on 
the totality of rural cred t sources and not on tha Farners Hoae 
Adrainistratlon alone. FmHA accounts for only B.B percent of tha 
farn real estate debt and only 15 1 percent of the fara non-real 
estate debt. The Farm Credit System adm n stered by the Fara 
Credit AdMlnistration accounts for 42.3 percent of the fara real 
estate and 25.8 percent of the farm non-ieal estate debt. 
Coaaerctal banks account for 8.3 percent o£ the fara real estate 
debt and 36.4 percent of the farn non-r«al eatate debt. Any 
solutions to the credit problema of Black anall farners nuat 
Involva affortB by all credit sources. 

FmHA is currently revising Its Instructions for the Lialtad 
Resource Loan Progran. It will clarify •Itglblllty requlrenents 
and present a stricter 'credit elsewhere* test to ensure that 
only qualified loan applicants are approved. 

RECOWHEHDATIOK 2 . United States Departnent of Agriculture sh*uld 
develop a departaent-wide program to assist Black snail farners 
with apeclal eaphasls on outreach. 

RESPONSE. One of tha conponents of OHA's four-point progran Is 
thaV senior staff nenbers froa OKA and FaHA will build upon the 
results of a planned coaprehensive civil rights coapllanca 
review, to be conducted at PnHA Headquarters. Thm conprehenaive 
review will Include an examination of the degree of effective 
outraach efforts In FaHA'a loan prograns. Specifically, tha 
aenior staff nembers will focus on both civil rlghta policy and 
operational policy. Thla follow-up focus will exanlne and 
refine, as appropriate, 'PmHA's procedures of loan assistance to 
snail farners in genersl, not nerely to nlnorlty snail farners or 
to Black snail farnara. 

RECOHHENDATIOM 3 . Require Assistant Secretary for Adnlnlstratlon 
to 'sign off* on new policies and procedures to ensure minority 
needs and concerns are considered during policy fornulatlon and 
progran planning. 
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•ana (Sacratary's Manorandm 1662t Suppl*n«nt B) • In ganaral, 
tha ayatan has workad for raorganlzations, ralocatlona and 
environnantal Impact statamenta buC not for policy and prograa 
decisions or th« budgat. Tha OfClc* of Minority Affairs will 
ravlsa and atrengthen thla raqulrement to cover all policy 
actions. Tha Offlc* of Minority Affairs has baan raorganlzad to 
■ore aYfactlvely control and coordinate civil rlghta policy 
within tha Department. 

BECQHHEHDATIOMS 4 and 5 . The Federal Trade Connlssion should 
■onltor Farners Hone Xdatniatratton enforcement of the Equal 
Credit Opportunity Act (ECOA) . The United States Departnent of 
Agriculture, Office of Minority Affairs should develop BCOA 
enforcenent guidelines and require Paroers Hone Administration to 
collect racial data on participation In the LInited Resource Loan 



RESPONSE. Although USDA has Its own enforcement nechanlsn for 
all oTKer civil rights laws, a pecularlty of the regulations 
enforcing the Equal Credit Opportunity Act gives enforcement 
authority over USDA credit prograns to the Federal Trade 
'ConnlBsIon, We have had virtually no contact with FTC. Three 
years ago we reconmended to the Federal Reaerva Board that U&DA 
be delegated enforcenent authority over Its own prograns under 
the .Equal Credit Opportunity Act In light of Its existent civil 
rights enforcement program. We received no response and did not 
follow up because we generally have enough authority to enforce 
nondiscrlnlnatlon In credit prograns under our own regulations, 7 
CFR 15, Subpart B. 

FaHA is currently attempting to collect racial data on Llnlted 
Resource Operating Loans within FmHA'a Limited Resource Loan 
Program. The Limited Resource Loan Program Is one of three 
special prograns for snail farmers (tha other two programs 
Include the Pilot Project for Snail Farm Enterprises and the 
Snail Farm Assistance Program). As of September 30, 19B1, Black 
farmers had received 377 of the 3,76S insured operating loans 
under thla progran (roughly 10 percent of total monies 
dispersed]. Data collection on Llnlted Resource real estate 
(farm ownership] loans must await PmHA's conversion to Its new 
ADf system. • 
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RECOwrEWDftTlOM IJ . TaTKV Bo«« M»lnl«tr«tlon should raviaw 
[laid anfoVceBant of BCOA, act fiscal y*«r qoals for Minority 
participation In tha Llaitad Rasourc* Loan Pro^raa. snd Incraass 
civil rights staff at slthar National Offlca or Btata laval. 

nesPOKSB . FKW continuas to astabllsh loan goals in ganaral 
prior to tha baginninj -oit aach fiscal yaar. Tha appropriations 
procass In Congress Influancas tha Dapartpont's ability to 
accurataly projact tha anount of funds It will ba abla' to paka 
avallabla 'or loan purposes on an annual basis. 

FmHA staffing limitations maka It iaipoMlbla to assign «ora staff 
to tha civil rights function at tha Washington laval. Tha agancy 
is considering tha possibility of assigning civil rights 
coordinators at tha Stata laval In salactad statas.' 

PnHA la currently ravising Its agency Civil Rights CoBplianca 
Instruction, 1940-S> Tha Internal agancy Civil Rights Training 
Prograh has been revised to Include tha Equal Credit Opportunity 
Act. 

RECO.HI|ienDATioM 7 . County conolttaes ara losing Minority Benbars 
rapidly. Farmers Hone. Adalnistrstlon should Bonltor and ensure 
that connlttee persons are representative of county fam 

RESPONSE . FdRA has Issued an announcement (AH 672, 'County 
CoStiTtTee Member Selection," March 30, 1982) which directed Stata 
Directors to appoint county connlttee members idiich better 
reflect the DBle/fenBle and ainorlty/non-Binorlty diversity of 
farm operators In the respective counties. In addition, PmflA's 
Equal Opportunity office will provide the Administrator »lth a 
DBke-up of county committees. FmRA's EEO staff already receives 
a quarterly computer printout that reports the ninorlty and 
feBBle composition of FmBA's county conBtttees. 
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Bonorabla Bd Jeoma 

Chalraan, SubeonBttM* oa CaaB«mttDn, 

Cndlt, and Rural DevelopMOnt 
Comic taa on Asrictacnta 

Houfle o( RepraseaMtlvoB 
Huhlngcon, D. C. lOSlS 



Ihl« iM In taaponaa to your latter of Jiaia 
Taquested laConucloa minting ta th* Dapa 
raapooac to the V, S. Civil RlgbCi Cmmiaa 
Deellna at BUck Fa nainj; l^ Aiwrlaa. Our a 
are Is tlie ordar la utilcb tbsy uppearad. 



Par«ara Rdh Adninlstcatloa (I^UO aubKlttad tt> 
CB— la ta oo tha CogulsslBn'a report to af Acting 
AaalBCanC Sacretar; for Unlnlatratlea oo April 12, 
19S2 Ear loclueloa la a dapartneatal reply. I bava 
rapllsd to OutlrnBii Tandleton Indloatlng irtwt aeClopa 
USDA la taklai to tqirova Its anfore— ant at civil 
rliJita atatuCaa. A eopj at mf lattar la attached aa 
tab A. 

■ apaetel problaaa 



Aa mr raapooaa to Oiaiiaaii Pendlaton Indleataa, tha 
problsna facing Black farmer! IdtoIvc laiuaa fa< 
luyond FbHA, Indeed, ara laauia vblcti bvbb tha 
DeparCBBOt coaaot •ddtaaa alons. Navarchalaaa, tha 
upeODlng USDA UeadquBrtarB Hsvleu of AAA Civil 
Rttrhta ecttvltlaa will focua on both FbHA clvU 
rt^ra policy and exaaliic loan prsgraii pracadurea 
of aaalatanca to aaMll tamara Including nlnorlcjr 



Farmera Hone AdmlnlsCratlDn (FdHA) haa ptovldad conaldarabla 
training and Instmccioa t;o Ita field ataf f on clvlt rights 
and equal opportimiti. CoiqiLalnta of any kind are teterrsd 
to Che Sepaitmaat'B Office of Hlnorlc? Affairs (OHA) for 
InvBacigatlOQ of dlacrlminacion. Fanaera Hon Admlntatiatlon 
fallows up on any Infaiaatloti that may indicate that 
minority applicants or borrovera era not being ttiatad 
fairly. Applleaata who apply .for fa n> operating (01.) 
and farm ounarahlp (FO) loan aaelBtence oust neet eartein 
basic qualiflcationa prior to detemiinlng uhethar they 
have limited raaources. Therefore. FndU's tecorda do 
not separete epplieations for llalcad resource loen 
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t, Horn >1m« "ciu rmtpaad t» cSi CItII Rinht* CMntasion'a Cixlini!* 
that U 13 8tat«B, vhlta fcttrtp m ra «r« tnr* lUclj than Uack bnrramra 
ts racalva thctr loaaa at low iataraat ratasT 

Va baliavv tha Kaport pro*i4aa a «cr7 ■•oit doeaaafitattMi of tba 
aitoatliM facad b? Blte<t faracra. }lo>«T<r, «• f«al that ?W&*a racw4 
in aiatatlai Black famara ia battar thsa la raflacta<l la tha Report. 
tha factor* that a^eraat* iapcet on flladi TarBins In luarlca Inelmdm 
davalaplojt tcchnoloiy, tax atractaTaa, faro prica miffort prezcaaia, laod 
^•ality aad hair ^topartj avnerahtii. Tbaaa tmttotu aia E«t attrlbutahla 
to r»ai laan prajraaa. Ua are aalcinz ■ dlll|«at ■«! conccrteJ afCort to 
ptovUa credit aad uenagcaau aaiiitsDca to ovareoao Oiaao factor* 
olchla Oa nthoritaCUua prooUad by ta«. 

I loM ^ta for the f«ca 



la-ret tab It, ftfU 4oea boc eotlaec raeUI data an Ualtad laaoarea Mai 

oatata loam aa It dooa for Lloltod Raaoatco aparatiof loaaa. Aoa hO* 
coaveTCa iti ASP aratao la R 19)13, «• will be abU to battar cottact 
ami aotiltor oiooritr paYLciHtt«> i* l3iU frosca*. 

t. Hov doaa FiMft oaforet tba Xqaal Credit Oppa r t — tty Act? 

raHA iBiCruetloa 19in-A, ■HeelTlnt ami Proceatlnt Annilgatlnaa , b tlia 
baoie goidattca for eDforeinc tbe Equal Credit Opportonitr Act (ECtli4) la 
rMlAi I« aJdttlaa, tba IW(A Cqaal OpportwiitT Staff oaadueta, on a 
coatiB>iBg baalo, etvil rlgtata tralalag wbleh Ineludea anforeeoaat of 



On March 30, 1«I, the »>MA Malniatrator iaaqad a dlreetloa, Coontr 
CONBlttoa W a^ar lotactlan. That directi.** «ncoBraj[od PaiU Stat* 
Dlractara to aalact cDnncv eovsittaa pvrinn*. vh? raflcct tba diraraitj . 
of CDuaty facaara, lacluilbiR ttommi and BinoriCiaa la addition, tbo 
C<{n«l nfiportnnitT Staff refXTTtt iiiiartrrly to tbc FkI'JL Adaiaiatrator en 
the atatoa of vlootitj cooetj coavlECae aeobera ia oaloctad etataa. 

•. Vow dooa n«U 
coaatctao aeob. 

»• caaaot explain tha drop la pereentajo of Black caanltto* ■aaboro, 
"O— laaort ladlcatoe that la rx 1900, 4.9 percent or c(n«:ttt*a aaalHite - 
aora Black, doi« fra« 7.3 percent la 1*79. I aa pluaad to infoiv tM 
that aa of Ilarch 31, 1W2, tbe pareeataee of Slack coaaitcn «csb«ra haa 
inereaaad to 9.4 percent. I ea confidant that nOA olll caetinoe to 
aahc projtrOBB in tfcta area. 
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fareclosum} CBtr.garized bj rtre, 

Pamela Oont Adnlnlstratlon doa* nnt mllert Inf&rmaclne er daEe oa 
advcre* o-ilona by rare or ethnic ~rnui>. 1%! Icp^cc of aiveiae •ctloitc 
a-nJ the cffe>:t »f dcIlDlu*i»7 rednctlOD* have beea applied cstifaraly t» ' ■ 
att fatii opcratars wlcbaat reganS Co rora. 

II. Picas* provlftg hi!UL*a reiponse to tha DejHrtMnc oC Jiuttcr** 
report, EvcliiittOD at Tt[I« Vt Eoforcc.-icat In the ramen Hoia 
Adi-ilniatritlon, release tn noTesber 19r>0. 

Ftam haa nnt oade a fonul taa^nse u tl>e DepkSCtfnnt af Justice's 
ra^ort. Since ouch of the report Invalvu Cl<a Elepartaeot'* CItII Slshta 
policy (!e*el<i[-ipnt and enfotccacnt function, T-aTA hai ewaiCed dlrci^ttoo 
ttoa tos Scpartnent's civil ilRhta Etafl. The Dcpartnent'a Offlea of 
:iI«arlC7 Atfilrs la now In ■ position to rcEpond to tke na[<*rt(ieat of 
Justice's policy reconsrodatloai. TaJtS tea, bowaver, tafcm tha 
Initiative to Inplcocnl tbuae rai.-onaen(!attaBa of a procoJural or 
oana.-'.eamt nature wltHln Ita authority. Speclfleolly, It haa raileale«ed 
lea Civil Klr.hta Tralntns Frofraa, 1* In the pvoceaa of devalui'Inj a 
Conpllance llevlsw Oarvlbook, an* hea afSedalfd a revlalon of Its Civil 
KIShCs IsxtCBctloa for FT 19B3. 

I hop* our cvsntintB arc of aoRa aaslstaocs co yuo* Thank you for jowl 
. Ictereat tu to'.ik sad Its pro;r«u(. 

Jomr B, BLtjei 

Dieloaurc 



..Google 




June 25. 19B2 ..— /* &^f^^^ 

fj.y 






DnitBd States DopBrtneot - ' Jl'-jlj a r • ,!'! 

of AgcicaltBce -■'-'^t.^ "a.-rJ , 

NaBhington. d. C. 2025D 

tiM you are undouliPtBdly avaze, laat Februaxy tba D. £. 

entltleil, The Decli-ne of Black FanELng in ftmgrltrii (copy 
anclDBBd) . nie report examiiiEB problemB ctmf ranting black 
tanaeri and the hiatoricBl and current conditione tbat have 
oontribnted to the loii of black-operated tarmluid in the poet, 
acd threntHD the BarrivBl of lilack-oipmed fanne in the D.E. todey. 
In addition to other findicge, the report indicated that black 
faiaera are in particular need of the ao-called 'limited rv- 
•ource" looBt avaiLahle through the Famera Bcme ftdnini ■tratian. 



yoor prcn-ifling » with i 
quMtlone. 




•f 1- 


Boh has FmBh i 
report? Hhat 
the ConmiBEioi 


action, has PmHA taken in respoDH 


"f 2. 


aov do*! PdHA 
confronting b: 


plan to deal with the Bpacial prcA 


>r 3. 


S^ir^pr^t: 


done to enaare that minoritlsB ree 
LonatE share of United ceiouxce Ic 




findinga that 
■or* likely tl 


respond to the Civil Rights Conmii 
lan black borrowers to roeeive thei 
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) loan data fee tha 
i»d by raca. 

1 Cradlt Opportunity 



e fldinlnlBtratlon , ralaaaad 1 



a likllhood that H. R. SBJl « 
sa during the month of Auguat 
ng this inCoEmstlon by July 3 
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JUL 6 13,12 



StIBJECTt Kepoct «a (tadliM «f U«dt Faralns In Aacrlea 



Ittached !• a latter fsoB Oulnun M Jones to SScrccazr XI«ek( «<Ajnct 
«• abov*. CbalraiA Jonas aaka aavaral ^uaattooB concanUos th* t'«p«Tt 
riileh hava poller and pTSsraoMttle liqillctloaa. Kr> Shunaa liaa akkcd 
that I coordlnata TUIA's raaposaa for Sacracar^ Uoclt*a atsaatBraa I 
wlU naaj a n?lj ta tmaatlsaa 3, 3| *• 9 and 10. Sloe* Cha dna dat« 
1* Jul7 6t^( I vlU Mad a raapaaaa •• qnleUy •• poaalUa* . . 
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JUL 2 1982 



TO: Isldoro Rodrlguu 
Acting Dtrector 
Office of HInortty Affttrs 

Firaers Hone Aitatntstratfoii has the fblloiring eoownts concernfffg this 
report: 

R£C0»gllPAT10H g; Doei not respond to reconmendatlon that 
ISDA develop ■ progran to assist Black (nlnorlty) fanners. 
Is there a proposed lihlte House Initiative In this area? 
If not, the draft nay be O.K. 

MCOHygjDATIoaS 4 and 5; - Indicates that "WIA Is currently 
•ttenpttng to collect racial data on the Limited Resource 
Loan Prograa.' As jrou blow, data exists only for Limited 
Resource operating loans. It would be mre forthright to 
explain that csllectlng data on Hatted Resource real cstat* . 
loans irlll have to await the conversion of our AOP system. 

RECO hlWEHqATIM Si_ A ailnor clarification. To ^y knowledge 
there Is no plan to revise the FkHA Instruction en county 
coiiDltteei, Uhat FeHA dtd do was Issue AN 672, biunty 
Corsnltteo Meober Selection, Kerch 30, 19S? which encouraged 
racial end gender diversity. 

CHARLES W. SHUMAM 
CHARLES W. SHUIWI 
Attaint stra tor 
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aSfJUCZt 17.5. civil RiRhts Cccoiailoii Bcport, 

"Tba Gacline of 8t«k Faralns In AmfIm" ' 

TO: Johu echrota 

Acting '-lictant Secictarr 
for AdainlaCntioa 

Attaehol la tha Faracra lk«e Adtdalatratlen's raapon** ta Cb* aubjacc 
report and Iti recouttnJatliin*. la I laultrataot It, FMOA'a aatarial vllt 
b« laeocporated Into an ovarall ^fartucntal raptj to tha Chainuo of tba 
Civil Rl£hta Comlailon. Cur reply leclvdaa a gecaral cotaaeocary at t^ 
[•aiBBa, «a TWtA aeci it, (or the decline in KUdc famine lo tba tTnltad 
Gtatea and ctnenta OB thoae r«ece*<ndatloiia applicable to VaML, 



C.koA{toU)SiuA».(iA^ 
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Th« ?*TiNra Hocm Adnlniitrati 

coDcanu ralMd lo the report ^ 

The daclim of th« black ounarthip of famland, uc a^ree, hai falitdcred 
Eha •ffoTt* of an* aeginent of Ouf populiition to renain ■ vlabla (orca in 
Bgricultura, It ia iapoTtant to lacogniaa, however that mavj of tha 
iaiuaa ralMd by the taport have laai to do vith Farneri Hooa 
. MoiDiatration progtMia and polleia* tbaa with Cb« broad tranda In 
•gricttltvral 'aeeDovic*.-' ?.''v-?' , "■. -^ ' ■■ ■ >i-.. v'" 

L«C na reviaw aooa of tha craoda In aBvicuItura, aantlonad in Cha raportt / 
that inpacc advarialjr on black and other auall faroins eperationa 
iodapeadeiit of FbHA progranai 

a. HtatoTicallr black faiBata hara axparlencad a coBpeCltlTa . 
diaadvantase due to the relatively null aiae of their land ~ ' .' 

holdintia. Tha land, often mrs poorly located and laaa fertile than 
uhlte owned property cannot support needed loana becauas of low ', 
apto-aiiala and even lower productive capacity. Tlia result la that ~ - 
limited productive Capacity reduces locone levels and sMallar leana 
are approved, 

' b. Kew technology tot larga acalo fatBing and aKrleultvral taaaarch': 
have to a great aatent worked to the disadvantage of anall fataaia. . 
Equiiaent, for eunple, reault ing from research i« oftan Mr* *> 

. aKpenaive per acre to operate then the average black Caraar ean 
afford. Theae costs have an adverae iBpact on aaall fara 
operations, and tha aaouat of credit black taraera can afford to - 

..'..' c'. '. lecauaa of labot' luianslve •peracfoaa raqnlrtng'BlaiBtM oa'clayi' 
of capital and aachinery, saall fanoera often are not able to 
benefit froa a tax structure that rewards capital InestBent', Large 
^aracora, on th* ochat hand, are ancouregad to aipand and. turn may.' 
froa tabor intanalva to capital Intenaiyo operations throu^ tv... 

. . d. fun imaiit fam prtcea and support prograu, #ilch have bean 
■ ■ ' ' tied to volune of production, provide the least benefits to aaall 
operators Farticipstioa Id coinnodity proftraosi for exanpla, has 
helped large farm operators to obtain credit that allowed than to 
invest in land, end Agriculture technology. By being able to expand 
' 'the operations, large faraara have been able to. m^ate and reoaio 
■' , '.In agrlcultore. . '«■■.-,' -. -.--■■ ,' ■■'■,■■', ■.'-■'.".■•'.".-■- 

a. 'A perplexing problem associated with black OMierahlp of fanalaad 
ta that of heir property. Hlatorically, land la passed down 'through 
generations among btacka without the benefits of a will, and 
conveyed aaoog a nintbar of foRlly ondMra oblivious to State 
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InbarltBBM laM. A Aatj i* Kb* nperC ImUmM • aavU awMy 
that fouad 27 parceot ol all blaok ««n«d land mm balr pr«p«rt7 ■<•' 

omcd by «n avariga of eight p«opla. VlEb ovuacahlp ipraad ^KtOg •• 
■maaj Individual! th* land baeonai auacaptibl* to partition and Cai 
Bi^**> Tliia partition ai l-.— ownarahip haa oftan raaultad la tb« ' 
lon-nt tatna by black mnicia to outaid* blddara. In addition, 
,Uadid| InaClCullona, includlos trnXA aaeountar Craat difficulty <■ 
■aklni loana on thli tjf of hair propfrty utiicb li oaadad (or 

?«"'■»■ „—.■,...,,,.,.,.,.„-. , , ^■,-.,-.:'„;.Alj- 

A aoat •IgnlfleanC laaiM saiaad by tha raport qtaaaClona tfaa Ataacy'a 
failnra ta ma th* Ualtad Kaaeurea Laaa aa a toal to apaci f ically 
addraaa tha naada of black fanaca. llaaa it bacioa a part at o«t '^ ' Vs 
landing autliority la 19TI( thia loan prosian liaa baan adalnlatorad t« V^:> 
aaat tha naada of all "fanily famata and taneliara Hha not only casaot •. ^ 
tat credit elaeiAara hut eaanot afford to fay tha aoraal fntataat om fiMk. 
loana." It haa not baan vlavad aa « btach famti ftotrm, bat aa ana M - 
■aat tha naada of all IvpincaM Canara mdar *ltm eliciBatancaa. -..:-' 

To aid tha A«aacy in datatainlnt idMtbar Ita poatCioa iMa an fin (rouad, 
M aakad tha Offic* of Canatal Counaal to Taaaareh tba intant a< Cansraaa 
•a It tatataa to tha Llmltad Baaaurca Loan and black faHHTa IB ■ nplj 
datad Match 19| 19B1, OCC rapllad Iba itatucoty laDtua|a doal MC - '. 
a«ntion tlviac BlaarUy fanait a^ kind of prafarantial tiaataaot b« Car 
aa racalvlng a Llalcad Baaonrca Loa* la aonearaad." ^ 

live* VMHA otliciala ^t with ttia CtHadaaloa laat JaMuary. ataya kara 
baan takao to tatrlava data on tha racial Mdw^v of Lisitad laaMrea 
Loan bOROaara. Ihen^ InfoaiatlMt ia not yat availabla oa taia 
ownarahip loana, «a can raport that black faraaxa racamad 377 of fha 
J,7fii Inaurad fam oparatlni Llaltail Raaourca Loana advancad tbrouiJi 
Sapta^er JO, 19Sli and alnca Ita Incaption, tba Asraey haa wt or . '^ , 
ascaadad Ita loala In advanelns thaaa leaaa. 

Tha raport alas ralaad tha taau* that tha Ajancy larka an outraaeh <ui y 
progr^ to black! and otbar Blaoritia*. Ua bopa to corraet that , 

aituation in tha anaulng Heeka ahaad. A naw atataaant nn outmaeh ia 
-balnt davalcpad, and «a adtpact It to ha tba haala (or an outraaek pretr^ 
that will raach into tba EOHunitlaa of rural Aaarlta and tha fraaarootn 
ors'olaatlona of blacka and otbar alnorltiaa. 

IgCOMMENDATIOH 

Tha FaiMra Bon Adainlatratnr ahould ravlaa nHA rasulatiena ((ovamias 
' . tha Uaitad Xaaourca Loan Frograa) to anaora that far* loana ara yrarldad 
'to tboaa for nhaa Congraaa Intandad. Vor axanpla, hBA ratnlacioaa 

ahouldt 

■ apaeific daflnitlon 
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latormbf»t tbtm «t apcclal lomt pr«irau, farctcalMl/ th* Limlcarf 

ACTIOH TAEEH/fHOPQSAt "^ 

Tb* .Isaac; h»t fauDd daficlanclM i* th» Ualcad laaeuca Lm« 

iDitroecioa aod li taking accpa to corract thea, Iha r«*iaad l>atracti«a 
.. «lll clarify etlclbilltjF rc^ulnaCDta uul preaant • atrlctat "cradic 
• UavhvTC^ tait ic loaura that anlj qualified appllcaata ara approvvd £m 
tha Liaicad taiaurca Loas. In addlrioo a naw rUU Civil Rltht* 
Coaplianca loitTuctloQ, 1940-D, ia ia dcaft font. Ifaa draft iaclvdea a 
ra^alTaiaat that Btata OCClcaa raport commait-r oatraacb acCiTitlaa. 



tenon TAKEii/piaiwmL 

Tbc Agtaey't iDiimcciaa an tha coopoaitioo af emacj ccsBittaaa la bataf 
rcviaad to piovlda aora gnldanca aad diractloD to State DirectoTi la 
■mkloi appoloCBBDta to tba c^sicta*. Tba ravtaad Inatrwctloa «ill ba , 
■ora preclia Id £ci diractlon aa chat the Stata Dlreccor'a appolntacata 
irill better reflect the dl*arait)F at fara oparatora in tha county. Cor 
aaaaplc, *alc/fc»alc and ■iaoritj/namiinBrit)' faraara. In additioa, tba 
Zqual DpiaTCUBitr offiea will BOBltat and proride Ibe Adainiatrator with 
a Hskeup of county coMiittaei. Alriad^, tbe Sqnal Zaplo/Bent Dpporcwity 
(SEO) ataff tecalfCB a quarterly conputer priatouc Chat raporta 
minor Ity/f anal a casipoaitlsD of county es«aittaaa. 

Tba fai^ca HsB* i*dnUtr«tor abMldi 

— roqolra tb«t gMla for Minority parttclvaCioa In PMA fKCsTMai 
tneludiat tba Liaicod^ laaovKa FrocriBt ba aatabllabad (prior to 

— tba pregraa |«ar) aad Nat at tha county la*«l| 

— delagata additional adoqnataly trainad ataff to wnitor Minority 
CB'la add pardcipatloaa, tha quality of aarvlc* and Mitraaeh to 
■iaoritiaat aid cMdnct codfUuc* rrvlaaa; 
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tenm •ttxtsfntsrosn 

FaAA attoipta U ••t«bli«h I«Mi toal* prior to tb* bvfianlos oC tb* 
fl>c«l jaar. Sowcvar, Congtaaa troquefailj ^oaa bm appropriata (aida 
BBtil aftar tfca fiacal jaar haa k«8Mi. U ia alasat lapoaaikU, if not 
iBprafctleal, to a«t s>*l* "tMii tvnd alloeatlBoa ar* nsknoim. In fiacal 
19(12, Minority loan goal* «or« aalabliattad and aprrorad bj DcGaabor 19>1( 
■hich'la a vaat iBprovuMot ovar tba pccrloua fiacal y««r. Stata 
Biractars b«>c Waa, ted eantlMM Co ka aeeoaacabU far Matlac lt«M .; i 
loan goala. It la lapractical ts Imld chaa raapaaalbia far aacfe cawntT 
■tatlac ita soala alnea chara ara • variaty of meoatrallabla faetara, 
a.|., «ataral or acaiM«ie dlaaatar tbaC aftacc ybatbor am ladlvldiMl 
cetmty oaata It* goala. 

PbRA la onabU to iavoca aora paraonaal raaourcaa t« tha Civil Ushta 
proRTaa at tba Mtloaal Offlc* laval. A poaalbU aatbad af aCrasetbaatag 
Eh* erarali Civil U|bta affarc, bnravar, la thraat;h tha aa* «t aloarlCy 
caordlaatora at tha Stat* laval. Taklai «a tlia raapooaibllit !•• of 
coordliMtor a* additional dutlaa, tba eoordlDator, mofig tbiasa, could 
•roitor ootrcach actlvitlaa ^d Idaati^ ■*tlkoda ta aciaashCaa pro^aa 
dalivory to Binorlty f«ra*r*. UM'a toil Coaacrvatlao Sarvlca a*sa a 
Mtp of alDorlty coordiaatora la ita Civil li^ta accivitl**. 

ViU.'* ravlaad Civil Mghta traUIat pr««rM lacUdaa tba B«>al Cradlt . 
Opportualty Act, Ita raqalraMatt ami Its applicability ta AAA pratraaa. 
. Enfotcaaant critarla wilt avalt dapartaantal (aUaaea. 
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KEHORMDUH TO REVIEUERS: 

Attached is the Department's official response to the U.S. Civil Rights Com- 
mission's report, "The Decline of Black Fanners in America." An earlier draft 
package which contained the same materials as this final copy was modified 
slightly to include coninents of FmHA's EEO Staff. This package contains: 

1. Cover memo frcm Isldoro Rodriguer, Director of DMA. 

2. Background paper on the Commission report, with appropriate responses. 

3. Reconnendation for the Secretary. 



6. Sunnary of the Conmisslon report. 

7. Appropriate carbons for clearances. 

After appropriate clearance signatures have been completed, and the letter 
'a Pendleton signed by the Secretary, the package should be returned to 
' rtropriate handling. " 



/RICHARD A. ASHWORTH 
' Special Assis 
Deputy Assistant Secretary 
for Administration 
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Th« D«cliw of 



John B. Schrota 
Deputy Assistant Sacratary 
tor Adntnlstratlon 



Tha attached brlaftng paper (attachment 1} siMmarlzas tha recant 
report of the U.S. Connlsslon on Civil Rights tAlch purports ta 
focus on USDA/PnBh policies, procedures and loan programs, Sf ' 
wall as Departnantal coapllance enforceMant efforts, and tha 
extent to Mhlch they addraas an alleged proble* coneamlng tb* 
rapid declloa of Black owned and oparatad saall £Armm In this 

It Ib my assessment that the ComniisBlon has basically Called to 
Kske Its case. The Comntsston's Report Indicts e phenoaanon that 
was and Is essentially a result of economic forces snd 
technological changes effecting all s«all farms, ar>nrt from 
dlscrlnlnatory intent or actions on USDA's part. The recomnanded 
USDA response (attachment 2) to tha report from the U.S. 
Commission on Civil Rights rebuts these weaknesses and also lists 
several actions the Department Is taking to correct legitimate 
problems In USDA civil rights anforcemant and FBHA procedures. 
The Cormslsslon's seven specific recomaendatlons are addrassad In 
attachment 3 for your review. Attachment 3 should b« Included 
with the memorandum to Clarence Pendleton, Chairmen of the 
Commission on Civil Rights, The content of attachments Is In 
large part based on a -postUon-paper from FbhA (Bttaehmant 4), 
also Included for your review. 

As detailed In the aforamentlonad briefing paper (attachment 1), 
I am confident that tbe 'four point program' which Is • part of 
OHA's redirection will sufficiently resolve those concerns, which 
I feel are legitimate, about civil rights enforcement efforts In 



Attachments 
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THE DECLINE OP BLACK PARHING IN AMERICA 

A REPORT OP THE UNITED STATES COHHISSIOH ON CIVIL RIGHTS 

A BRIEPIMG PAPER 

I . BACKGROUND 

The U.S. Connlsslon on Clv'l Rights Is an Independantt 
bi-partisan agency astabllshed In 1957 tOf anong other things* 
appraise Federal laws and policies with respact to denials of 
equal protection at the laws under the 5th and 14th Anandmants to 
the Constitution. 1/ 

In 1965, the Connlsslon issued ■ n 

Op portun it y In Farm Programs , whlcr . _ 

public pcessure resulting in desegregation of agricultural 
offices, estfl&llshment of o civil rights enforcement program in 
USDA, and Increased employment opportunity "for minorities in USDA 
and its agencies. 2/ Since that time, tha Commission has issued 
reports discussing~the performance of various federal departments 
and agencies which Include references to civil rights eqlorcemeirt 
Activities In USDA. ^ 

In February 1982, the Commission Issued a 196-page report 
entitled The Decline of Bla ck Farmin g In America . Those are some 
of the contentions incru3e'd""l'n" tli'e 'rep'o'rti 

1. Structural biases are bompounded by dlscrlnlnatlon, to 
pliice Black Small farn operators In increasingly 
dlsadvant-ageouS snd noncompetitive positions against 
VSiita large farm operators, (pg 177) 

2. Tha Department of Agriculture has not given adequate 
emphasis or priority to the problems of Black small 
faroerB. (pg 178) 

3. Civil rights enforcement ^ograns In USDA do not 
address effectively the problems of potential 
discrimination against Black FmBA farn loan borrowers in 
general and Black PmHA Limited Resource Loan borrowers 
In particular, (pg 179) 

> Blacks declined 

Both FnHA and OHA have failed to obtain and evaluate 
data on nlnority participation in the FnBA Linlted 
Resource Loan Prograa. (pg 182) 

There has been no significant Federal effort to halt the 
loss of Black -ope re ted farms. Those USDA activities 
that do cxistt geared toward snail farmers In general. 
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hava lacksd direction, apaclfle 9»«la, systcaatte 
prograa avsluatton, coordination and coavunlcatlan 
among aganelaa, and flaRlblllty In prograR guldallna*. 
(pg 1B4) 

7. Tha USDA raquiranants tor data collactton and 

•valuation, targatlng, and civil rights laipact analv«ls 
hava not baan fully lMpla«antad. (pg 184) 

8'. Both tha Fadaral Trad* CaBntssion and tha Offtca of 

Minority AfCaica hava failed to aonltor, aat atandarda, 
or davalop guldallnas foe anforceaant of tha Equal 
Cradit Opportunity Act. {pg 186) 

9> FnBA has Called to set vaanlngful Minority participation 
targets In a tlnaly nannar or to obtain and evaluate 
data on Minority participation in'th* Halted resource 
loan prograa. (pg 187) ' 



DISCUSSKM 

Tha report focuses on two aaln lasuest 

1. USDA/FmH* programs and their effect en alack farmers . 
The report submits that the Department ^a's' not responded 
adequately to the loss of Black-operated farms, thereby 
resulting In a higher percentage of departures from the 
faraing profession by Black faraara varsus White 
faraers. 

2. The civil rights anforceaent proqraa of tha Pepartaant . 
The'report 'states' that the. enforcaaant aathods are not 
as affect'lva as thay- cpuld be. 

tfith regard to tha first Issue, tha Conalsslon points to 
tha low proportion and alse of FaHA loans received by 
■Inorltles. «/ 

Tha statistics which follow should be asaessad froa the 
parspactlva of threa factat 



11. 2.3 percent of all fara operators vara Black as of I978i 

111. tha average aire of a Black-oparatad fara was 82.8 

acrea coaparad to 405.5 acres for a VRiIte-operated fara 
(in other words, Black-oparatad faras vera approximately 
1/5 tha siia of Whita-oparatad farns), as of 1978. 
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1. Farm Operating Loans . Tttm nutnbar of £ara operating 

loans to minoiities decrAAsad by 20 parcant from 1980 to 
1981, totalling 3,024 or 10.3 percent of all operating 
loans. This was offset by a dquPllnq In the number oE 
emergency loans to ninorftles during that samg ^time 
pe r i od I The averag'e size oi a minority operating loan 
in 1981 was 517,701 or 60.9 p-srcent of the average size 
of a White operating iuan. 7/ 

The nunbar of Black operating loans dropped by 32.1 
- parcent, froa 2,519 to 1,720 or 5.8 percent of all 

operating loans. The average Black operating lean was 
$13,557 or 46.7 percent of the average White operating 
loan. 

2> Farm Ownership Lqana . The nunber of farm ownership 
loans to alnorltleg decreased by 22 parcent, totalling 
702 or G.O percent of all farm ownership loans. The 
average size of a minority farm ownership loan was 
$56,054 or 81.5 percent of the average size of a Milte 
farm ownership loan. In 19B0 the average minority farm 
ownership loan was 66.6 percent of the average frThite 
Laim dmerslilfi Josn. Sia number nf ±aTX iMoersliip 3i>wi» 
to Blacks dropped toy 43. "2 percent, Iron 393 to 226 or 
1.9 percent of all farm ownership loans. The average 
Black farm ownership loan was $45,204, or 65.7 percent 
of the average White farm ownership loan. 

Several factors — irtiich do not warrant being Immediately branded 
with a racial or discriminatory connotation — have contributed 
to the fact that Blacks have left faming at a faster rate than 
Whites. FmHA has addressed several of those factors in a 
position paper, tAich is attached. Those factors include the 
following: 

1, Initia l higher percentage of tenancy . For example, 
tdllowiiig the abolition of slavery. Blacks in 
agriculture were more likely to be found as tenants and 
sharecroppers than as owners. 8/ In 1920, 75.2 percent 
of the nonwhite and 31.6 percent of the White farm 
operators were tenants. In 1950, the percentages were 
essentially the same, 70.0 percent and 22.3 percent 
respectively. By 1959, In response to post World War II 
changes In technology -and mechanization, tenants 
accounted for 43 S percent of the nonwhlte operators and 
17.3 percent of the White operators. By 1978, the Issue 
of tenancy became somewhat moot, since the percentages 
were 16.9 percent and 12.5 percent respectively. 9/ 

2. Difference in size of farm . The average size of a Black 
operated farm was S±.6 acres In 1978. The average size 
of a White operated farm was 405.5 acres. 10/ 
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Higher avragB aa* . Th« average age of « nonwhlte far* 
operator was 54.2 yaara In 1978. The average age of all 
farm operators vas 50.1 years. Age Is believed to 
affect operator decisions. The fact that nonwhites are 
older, on the average, also suggests a lower replacenent 
rate. U/ 

Lower average education . In 1977, the percentage of 
non-netropolltan Black nales 25 years of age and older 
who had completed four years or >ore of high school was 
31.5 percent. The rate for White nonmetropolttan vales 
was 60.1 percent. Education is believed to be a factor 
tn the diffusion of knowledge and adaptation to nodern, 
more cost-effective farming practices, 12/ 

Lower income . In 1973, the median income oC Black farm 
families was 57,5B4. The median Income of Mitte farm 
famtltes was $17,323. income Is Considered a factor In 
determining whether a family remains In farming or moves 
to another job. 13/ 

Greater reliietance to use credit - Riarfca ^va gencxally 
been more reluctant to accept debt. .34/ 

History of discriminatory treatm ent. Prior to the Civil 
k' farmer's 'generally received 
vice in agriculture programs. 

8. As employment opportunities have Increased In the 
non-rural private aactor environment, nlnorltlea In 
general and Blacks In particular have left the farming 
profession. 

Concerning the Commission's second main issue, which focuses 
on USDA's olvll. rights enforcement efforts, the Comnlsslon 
contends that several factors are Tesponslble' for the 
ineffectiveness of the Dep'artnent's enforcement program. 
Such factors Include the following: 



Rights Act 


of 1964, 


segregated, 


, inferloi 


15/ 





reviews cone 
impact natii 


lucted by OMA and FmHA are 


Compliance i 


review follow-up efforts. 







are Inadequate. , 

Complaint inveatlgatlona . Investigations of program 
discrimination complaints are untimely in their 
resolution and rarely result In findings of 
noncompliance. 
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Is Eencrally not adequate. 

Conflict of Interest. It Is a conflict of interest for 
FnHA to conduct compliance reviews on its own 
activities. 



As part of the Departnent's response to this second issue raised 
by the Conmiisslon, the question of the adequacy and effectiveness 
of the clvtl rights enforcement progran in USDA centers around 
organization, manageoent, and resources. Prior to the recent 
reorganlation, the Office of Minority Affairs was not organized 
. as, nor did it operate as, a central civil ^Ighta policy office 
Secretary's Henorandum 1662, Supplement 8 calls for all agencies 
to Identify and assess the civil rlshts Implications of proposed 
policy actions. In practice very few such actions of a policy 
nature were being reviewed at any level, a directive of the 
Assis-tant ^ecrelar? nf AgriBayUirm Xo rollect ami trraluate 
program data by sex was not aniversally honored. 

However, problens suoh as these will be addressed as part of the 
current Initiatives in OKA to centralize civil rights poltoy 
development in USDA within the Office of Hlnority Affairs. This 
la designed to ensure that operational efficiency Is combined 
with teh firm incorporation and consistent application of the 
principles of civil rights In USDA. 

The operational aspects of civil rights enforcement will be 
addressed through revisions to external and internal civil rights 
regulations. The revision of those regulations is -currently 
being Initiated In conjunction with the centralization efforts 
mentioned above. Vhen finished, the revised regulations will 
define civil rights relationship* between the Office of Minority 
Affairs and the program Bgencles, in addition to clearly 
authorizing the Office of Minority Affairs to coordinate the 
civil rights policy of the Department In all civil rights program 
delivery matters (Title VI of the Civil Rights Act of 1961, 
Section 501 of the Rehabilitation Act of 1973, the Age 
Discrimination Act of 1975, et. al.) and equal employment 
opportunity matters (Title VII of the Civil Rights Aot of 1961). 
This Is the second part of OHA'a four-point program designed to 
further ensure that operational efficiency Is combined with the 
firm Incorporation and consistent application of the principles 
of civil rights in USDA. 
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The third part of ONA's proqraB Is to work closaly with Fsha to 
b*qln a comprehensive conpliance review at Fniu'm Beadquartere 
office which will cover the program delivery lasuas raised in th< 
Conmiaaion's report. Civil righta enforcement concerns of FnlU 
have been addressed in ■ draft of an FnHA position paper, which 
ia attached. 

The fourth part of OHA's four-point program Is for senior staff 
nembers from DHA and FnHA to build upon the results of the 
aforementioTied comprehensive civil rights compliance review at 
FmHA's Beadquerters by focusing on both civil rights policy and 
operational policy. Specifically, this follow-up focus will 
•xanine and refine, as appropriate, FmHA'i 
assistance to small farmers in general, nc 
amall farmers or to Black small farmers. 

In addition to including both civil rl-ghtS policy and operational 
policy, it will, also address the question raised by the 
Commission in the first of the two ma n ssues presented in Its 
report. As stated earlier, that issue concerns the Commission's 
Eonten^on that tb» ilepartment lias not responded adequately to 
the loss of Black— operated Xarms, -Uwreby -resiiltlng Jn a ^i<>jKwf 
percentage of departures fron the farming prof esslim t>y 'Black 
farmers versus White farmers. 



Hote that the first Issue raised by the Commission concerning 
PmRA programs and their effect on Black farmers perneates the 
entire report. TTiat Issue Is more csmpllcated than the Issue of 
civil rights enforcement in USDA. It is not strictly a civil 
rights Issue, instead as pointed out earlier, econom c 
technological, and structural forces which do not necessarily 

warrant either a racial or a discriminatory connotation — have 
been the primary deter* inants of who remains In the faming 
profession. Discrimination has' played a relatively minor role 
— if at all — in those determinations, nationwide. 

III. COM cms I OH 

The Issues become: 'Is it a proper role for the Department of 
Agriculture to guarantee racial, ethnic, or gender diversity 
among amall farmers when the very viability of small farmers 
generally is an important agri-economic Issue? la it a proper 
role for government to Inject Itself Into the free decisions of 
Individuals responding to the operatlona of the market place?* 
The Secretary nay wish to have these Issues addressed as one of 
the goals of the fourth point of OHA's program. 



:y Google 



RECOHHSNDKTION FOR THE SECRETARY 



Send a nanorandum fron the Sacreta'-v to th« Chairman of the U.S. 
CoRiBisslon on Civil Rights which outlines the 'four-point 
progran' being initiated by oha. This progran Is a part of OHA's 
radlreCtlon and should sufficiently resolve concerns about civil 
rights enforcement which are legltlmata. 



© 



FOOTHOTES 

1. Civil Rights Act »£ 1957: 

2. See, generally, USCCR, Equal Opportunity in Farm Priigrams 
(1965) t Letter, Secretary of Agriculture orville L. Freeman 
to President Lyndon B. Johnson (June 17, 19ES1 r Secretary's 
Kenorandum 1662 (September 23, 1969) i Secretary's Kemorandun 
1756 (November 16, 1971) j USDA, OEO, Annual Reports 
(1971-1980) . 

3. USCCR, USDA Title VI Report (1968)} See, also. Letter, 
Attorney General John Kltchell to Secretary of Agrlcnltore 
Clifford H. Dardin (April 16, 1969). 
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tn Of last 60 y«ars, tba nuabvr of Black oparators has 
d*clln*d by 94 parcant, trom ovar 900,000 In 1920 to lass 
thsa ^.DDO -toOvy. Tbm e^9«nsa« OmeZiam ^aonq l fcl«» 
oparators daring the smsa partod was SB parcant. OSCCIIf 
Id., pp. 1-2. 

Loan data cltad hera la In part fro* tha CoMiisslon raport 
and In part fron hHA raports and includaa loans aada to 
■Inorltles aa a whola and to Blacks as a spacific freiip. 
Although Black farsara ara tha focus of th* CoMalssien'a 
raport, Many of the probleaa cited are esparlenced by other 
Minority farnars too. 

Mtnorltlas raprasant only 4.2 parcant of all far* oparators. 
Moreover, only SI. 3 percent of Minority operators hava far* 
sales above a ntninim category. Bureau of Census, Census of 
Agrlcultura {197B), Vol. I, P^rt 51, pp. 2-3. 

Krdal, Gunnar. An Aaarlcan Dllawwa , Hew Sorkt McGraw Bill 
. 964), Vol. 1, ppHse: 



Bureau of the Census, Census of Agriculture (1976) Vol. 1, 
Part 51, pp. 209 and 2': 

Bureau of the Census, Census of Ag rl 
Part 51, p. 3. Soa, alsot USIU "'- 
American Agriculture 1979, p. 11 



USDA, ERS and Bureau of the Census, 'Pam Population of tha 
United Statesi 1980*, Series P-27, Nunber 54, p. IG. Saa, 
also, USDA Structure Issues oE American Agriculture (1979), 
p. 56. 

Brown, Hlnnla, and Larson, Olaf. ■SuccesBful Black Paraarst 
Factors in Their Achievement.* paper presented at tha 
Annual Meeting of tha Rural Sociological Society in 1979. 
Book in Manuscript. Sea, also FmRA position paper attached 
to this background paper. 

Sae, generally, USCCR, Equal opportunity In Farm Programs 
(1965)* Sae, slsOf eompilance review and complaint 
SnvestiqstlDS files tif tin D££±c* of •*t"1 OppoTtmtl±y, 
USDA, and audit files of the Office of Inspector General, 
USDA, See, also, court cases, e.g. Strain y- Phllpott . 331 
r. Supp. 836 (M.D. Ala. 1971)j Wade yTTllaatsstppl , 332 F. 
Supp. 126 (M.D. Miss. 1974). 
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DEPARTMENT OF AGRICULTURE 



Honorable Clarence Pendleton 

Cbairaan 

United States Conalaslon on 

Civil Rights 
Mashln^ton. DC 20425 

Dear Mr. Chalraan: 

Thank you for sharing with ne the ConunisaJon's Pabruary, 1902 
report. The Decline of Black Farming in Xnerlca . We at the 
Departnent of Agriculture are deeply concerned that national 
agricultural policy and prograns provide equity for all persona. 

3!onr T>pDrt -spaakB n£ -Ota 'Javals of prnbl-aasa 11) ±lw genaral 
problcM of the declining nunber of Black farnars and (2) the 
' specific problen of enforcing nondlscrlnlnatlon law In USDA 
prograns. The question of cunulatlve Inpact on minority groups 
and the Dcpartnent's response to this situation cut across both 

With respect to the Impact of policy and programs on Black small 
farners, your report focuses on the role of the Parners Bone 
Administration In providing farm loans. Bowever, your report 
discounts the fact that other sources of funding account for 91.2 
percent of the farm real estate and 84.9 percent of the farm non 
real estate debt in the United States, In short, the Farmers 
Bone Administration plays a relatively snail role in the total 
farm credit picture. Both the problems in, and the ultimata 
solutions to, farm ceedit .{Eatters'enconpasB far more than the 
Farmers Hone Administration within the U.S. Departnent of 
Agriculture. 

Your report also takes note of the loan performance record of the 
Farmers Bone Administration and suggests that the siie of loans 
received by Black farmers versus White farmers is dlsparately 
low, Bowever, If this alleged disparity in the average size of 
farm ownership and operating loans were put Into perspective, one 
would note that the average size of a Black-operated farm Is 
approximately 1/5 the size of the average White-operated farm 
(82.8 acres versus 40S.5 acres, as of 1978). This, of course, 
would markedly affect the size of loans needed and requested. 
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In addition 2>3 parcant of all farn operators wst* Black (as of 
1978), but 5>B percent of the operating loans want to Black 
operators (In 19B1). Consequently, the word 'disparity' nay be 
out of place If It is describing the percentage of FnHA fara 
operating loans to Black Earners versus White farmers. Finally, 
as you are aware, disparate numbers do not. In and of themselves, 
prove discrimination. There are neny factors taken Into 
consideration In approving or rejecting loan applications, which 
do not nacaasarlly warrant being given a racial or diacrlnlnBtory 
connotation. 

In addition, your report falls to take proper notice of tbe 
nonraclal factors at work In society trtilch have served to 
influence decisions by Black small farmers about pursuing a 
profession in farming. Economic, technological, and structural 
factors have dsternlned the rate of decline among farmers far 
More than sociological factors. Also, private sector employment 
opportunities for Blacks have expanded. In sizable part due to 
the passage of c vil rights leglsl-atlon prohibiting 
-discrlmiaaUoj) ±a eoployBent.- Aa a zesnlt* away £lacks harm Jje£± 
"tha fBrmlnq environment -to "take sdvantage ■of ttio«a iiuit-i ui' nl 
private sector employment opportunities. If that factor warrants 
a racial connotation, the connotation would probably be positive 
in nature. 

Finally, your report identifies the limited resource loan program 
at being Intended for Black snail farncrs. In fact, the 
statutory language does not mention giving Black snail farners 
any kind of preferential treatnent so far as receiving a Llnlted 
Resource Loan is concerned. 

These natters notwithstanding, we have taken a nunber of steps 
internally to improve our civil rights enforcement prograns. 
For exanple, we have recently completed a reorganization oC the 
Office of Minority Affairs ipordwr to ansura nore tinaly and 
affective compla nt Investigations and conptiance reviews. In 
addition, as part of a four-point program which Is a part of a 
redirection of the Office of Minority Affairs, we are 
centralizing all civil rights policy development (to Include both 
Titles VI and VII) In U5DA to be within OHA. 

Secondly, we ara revising external and Internal civil 'rights 
regulations In order to define relationships between OMA and the 
program agencies. These initiatives are designed to ensure that 
operational efficiency is combined with the firm incorporation 
and consistent application of tha principles of civil rights In 
USDA under the policy direction of the Director of the Office of 
Minority Affairs, for the Secretary. 
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As a third point In OMA'a Cour-point progrB>i wa have authorized 
ONA to work closely with ngRA to begin a comprehensive coapllance 
review at FnHA's Headquarters office which will cover the program 
delivery Issues raised in the Commission's report. Fourth, as a 
follow-up effort to the comprehensive compliance review, we will 
direct senior staff members from OKA and FmHA to focus on both 
civil rights policy and oparatlonal policy while exanlnlng and 
refining, as appropriate, PnHA's procedures of loan assistance to 
snail farmers In general, not merely to Black snail farners. 

This examination will b« conducted within the context of the 

tenets of the New FederallsM concept as enunciated by the 

President. As part of this examination my' staff will address the 
following issues I 

Is it a proper role for the Depa'rtment of Agriculture to 
guarantee racial, ethnic, or gender diversity among small 
farmers, when the very viability of small farmers generally Is 
an Important agri-cconomlc issue? Is It a proper role for 
gav^nnmat ±« I njec t l±Belf ±ntii tite free decisions oi 
Individuals responding to the operations of -the -market -place? 

Finally, the Farmers Home Administration Is revising Its 
Instructions for the Limited Resource Loan Program and the 
compositior. of county committees, and Is reviewing its civil 
rights compliance program. 

Taken together, these measures by OMA and taRA should go a long 
way toward improving the civil rights enforcement prograRr of the 
Department. Enclosed Is a copy of the responses to the seven 
specific recommendations contained In the Comnission's report. 
The responses provide supplemental information to .the activities 
detailed above. 

The Department of ''Agriculture appreciates the Commission's 
interest In the matters It has raised which, apply to USDA, and 
for the recommendations It has offered for our consideration. He 
Ceel that we have come a long way since the Commission's 
first report on agricultural programs in 1965. 

Mr. isldoro Rodriguei recently was appointed Director of our 
Office of Minority Affairs, 447-5681. We urge your continued 

' itlon with him and feel you can count on our cooperation, 
I leadership. In the days ahead. 
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SPECIFIC RESPONSES TO COHHIS&IOM RECOHHENDATXONS 



KBCOWHEMDATIOM 1 . Congrass Should hold ovarslght hearinga on 
problens rclataJ to Blac)c Earaars, Including Fartiers Bobs 
Adnlniatratlon's adnlniatratlon of Che LIkI tad Reaource Loan 
PrograM. FsrnBra Home AdBinlstratiu.. should ravlsa cagulatlons 
«nd aora preclsaly deEina llailtad rasourca barrowarst strlctai 
cradltralaawhere taats, ate. 

RESPONSE. IE any auch hsarlngs ara held or any tn-depth studlaa 
ara initiated within the executive branch, thay should focus on 
the totality of rural credit sources and not on the Farmers Home 
Adslnlstration alone. FnRA accounts for only B.S percent of tha 
farm real estata dabt and only 15.1 percent of the farm non-real 
•Btate debt. The Farm Credit System administered by the Farm 
Credit Adainlstratlon accounts for 42.3 percent of the farm taal 
aatata and 25. B percent of the farn non-real estata debt. 
Commercial banka account for B.3 percent of the fara real astata 
debt and 36 4 percent of the farm non-real estate debt. Any 
solutloba to the credit prohlBBS of Alack •^'^ i XarMara Bust 
IdTOlv* ef f OT-t5 by '■33. ii£«4lL aonrcea. 

FmBA is currently revtsing its Instructions for tha Llnited 
Resource Loan Program. It will clarify aliglblllty raqulreaenta 
and present a strletar "credit elsewhar*' test to ansur* that 
only qualified loan applicants are approved. 

RECOHHENDATIQM 2 . United States Departaent of Agriculture should 
(lavelop a department-wide program to assist Black small farmara 
with apeclal emphasis on outreach. 

RESPONSE . One oE the components at OMA's Eour-point program Is 
that senior staff member^s from OMA and PmHA will build upon tha 
results of a planned comprehensive civil rights eomplianca 
review, to b* conducted at FmHA Headquarters. Tha comprehensive 
review will include an examination of the degree of effective 
outreach efforts in FmHA'a loan programs. Specif Icallyi tha 
senior ataff aambars will focus on both civil rights policy and 
operational policy. This follow-up focus will examine and 
raElne, as appropriate, FmHA's procedures of loan assistance to 
small farmers In general, not merely to minority small farmers or 
to Black small farmers. 

BECOMMEHDATIOW 3 . Require Assistant Secretary for Administration 
'" " ■ " "'" ( policies and procedures to ensure ■Inortty 

ire considered during policy formulation and 
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sane (Secretary's Memocandun 1662, Supplenant 1). In general, 
the systen has vorked £or reorganlxat.ions, relocations and 
envlronnental impact atatenents but not for policy and progran 
decisions or the budget. The OEfice of Minority Affairs will 
revise and strengthen this rsqulrenent to cover all policy 
actions. The Office of Minority Affairs has been reorganized to 
moro affectively control and coordinate civil rights policy 
within the DepartMent. 

RECOHMEHPATIOMS 4 and 5 . The Federal Trade Comsission should 
.monitor ^arrnars Hone Adainistration enforcement of the Equal 
Credit Opportunity Act (ECOA). The United States Departnant of 
Agriculture, Office of Minority Affairs should develop ECOA 
•nforceaent guldellnsa and require Paroers Borne AdninlatrBtlon to 
collect racial data on participation In the Limited Rasourca Loan 

RESP0W5E . Although U5DA has ittf om enforcement machanlsa for 
kll other civil rights laws, a pacularlty of the regulations 
enforcing the Equal Credit Opportunity Act gives enforcemAnt 
authority over USDA credit programs to the Federal Trade 
Camaiaxlmu Ha hmv» Iiad vixtaaHj -bd mniairl «U± ^TC 31uBa 
years ago we recommended -to 'the Federal Reserre Board "that USDA 
b* delegated enforcement authority over its own programs under 
the Equal Credit Opportunity Act In light of its existent civil 
rights enforcement program. Ne received no response and did not 
follow up because we oenerally have enough authority to enforce 
nondiscrimination in credit programs under our own regulations, 7 
CFR 15, Subpart B. 

FmHA Is currently attempting to collect racial data on Limited 
Resource Operating Loans within FmBA's Limited Resource Loan 
program. The Limited Resource Loan Program is one of three 
special programs for small farmers (the other tw> programs 
Include the Pilot Project for Small Farm Enterprises and the 
Small Farm Assistance Program). As of September 30, 1981, Black 
farmers had received 377 o£. the 3',7e5 Insured operating loans 
under this program (roughly 10 percent of total monies 
dispersad) . Data calloctton on Limited Resource real estate 
(farm ownership) loans must await FmHA's conversion to Its new 
ADP system. 
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RECOMHEWDWIOH 6 . FarnBrs Hon* MMlnlstratien should raviaw 
Ilald enforceBent of ECOA, sst fiscal yaar goals for alnorlty 
participation in tha Limited Raaourca Loan Progran, and lncr*«s* 
civil rights staff at cither National OCfica or Stata laval. 

RESPONSE. PnHA continues to eatablisb loan goals in ganaral 
prior to the beginning of each fiscal ysar. Th* appropriations 
process in Congress Influences the Dapartnent's ability to 
accurately project the amount of funds It will be able to sake 
available for loan purposes on an annual basis. 

FmHA staffing llBltations tuke It iapossible to assign Bora staff 
to the civil rights function at the Washington level. The agency 
is considering the poaslblllty of assigning civil rights 
coordinators at the State level In salacted states. 

PbHA Is currently revising its agency Civil Rights Coapliance 
Instructlonf 1940-0. Th? Internal agency Civil Rights Training' 
Prograa has been revised to Include the Equal Credit Opportunity 
Act . 

RECOWMEHDATION 7 . County comnlt^aes are losing olnority naabers 
rapidly. Parncrs Borne Uministration should aonitor and ensure 
that coinmtttee persons are representative of county fara 
operations. 

innouncement (AH 672, "County 
irch 30, 1982) which directed State 
Directors to appoint county coimnlttee nembera which better 
reflect the male/feiiiale and mlnority/non-nlnority diversity of 
farm operators in the respective counties. In addition, PnHA's 
£qual Dpportatilty office will provide the Adalulstratsr with a 
■ake— up of count? cDaal'ttees. fsSBK'm KED staff slraady TBcslvas 
a quarterly computer printout that reports the minority and 
female composition of FmHA's county commltteea. 
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f Bl«ck FT^lng 



The r«ri 



e Adni 



railed ia th* rap 
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■ . Rlitorically, black fariMri 
diiadvantas* due to the relacli 
holding!. The land, oft«A tnari 
white owned property, cannot si 
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cchnology for large tcalo farming and agrlcult 



laearch ii often aore 
'erage black farmer can 
ict on amall fern 
:k farmer* can afford to 



I great extent worked to the di 
Equijnent, for example, resulting from r< 
expeniive per acre to operate than the ai 
afford. Theae coat* have an adverae inpi 
operation*, and the amount of credit blai 
carry. 

G. Becauie of labor inteniive operation* requiring minimum outlaya 
of capital and machinery, tmall farmera often are not able to 
benefit from a tax atructure that reuardi capital inveataeot. Large 
operator*, on the other hand, are encouraged to expand and turn away 
from labor inteniiva to capital 'iiiteniivc operation* through tax 
incentivca. 



, Hhich hav 






helped large farm open 
imeat in land, and agi 
the operation*, large I 



ea and luppott progn 

cion, provide the leiat benefit* Co iDaLl 
a In commodity progrmi*, for example, ha* 
sr* to obtain credit that allowed them to 
Eultura technology. By being able to expand 
rmera have been able to compete and remain 



«. A perplexity problea aaiociatad with black ouneribip of faralahd 
I* that of heir property. Hiitorically, land i* paiaed down through 
genoretion* among blacka without the bencftta of a will, and 
conveyed among a number of faifily nembcra oblivioua to State 
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' Inhctitincc liwi. A (tudy Id Kb* report included a laaplc .luryay . 
Chat found 27 peiccnt of ill black owned land wii hair propcrtjp.an'd^ 
ovnad by -an av«T(|e of eigh people. Hlth «i>nfT(hip ipread piaiic ao 
mattf individual!, Che land WcoiKi auaccptible to parcicioB a'nd tax 
■alea, ThI* pirCi ion of land ownerihip ha* often Teiulcad In the 
loaa of fiTBt by black ovn«i> to outside biddeia. In addition, 
Icodini tnitltutiont, including FaHA cneounteT (rcat difficulty in 
■aklog loam on thia type of Jicir property lAicb la needed for 
..c«ity. 

X Boat aignificant laauc ratsed by the report questiona the Agency'a 
failure to uie Eha Linited Keaouice Loan aa a toel to specifically 
addreaa the necdi of black famera. Since It- became a part of 'cue 
lending authority in 1S78, thia loan progran haa been adminiateied to 
Beat the sefdi of all "faiiily fanaera end rancbeia lAo not only canoac 
get credit el euhere but cannot afford to pey the nornal interest on FidA 
loans." It bas not been viewed a* a black famec progrea, but m» ooe to 
Beat the needs of all Ioh-Iocobc farmeri under dire circumitancea. 

Te aid the Agency in deCenalning utiether ita position was on flr« ground, 
ue ashed the Office of General Counaal to research the intent of Con^cea 
as it relate* to theLinii ed Resoucce Loan and black farvera. In a reply 
dated Harch 29« ISU^ CCC replied: "Sia atauiCBry l«n£nagr Jaaa att 
-sEBtion pni^ ^vorily Taners 'any TmA aS -prnlei eutial t reat ment SB fax 

Since FidlA officials set with the Conuiiaaion last Januaiy, steps have 
been taken to retrieve data on the racial ■sVe-up of Llnltad Rasourca 
Loan bDrrower*. Though Inforvation i* not yet available on faxa 
ownership lasni, we can report that black farners received 377 of the 
3,765 insured fan operating Llnited Resource Loans advanced throuiJi 
Septesber 3D, 1981, and since its inception, Che Agency has aec or 
exceeded Its goals in advanciog thcie loans. 

The report also raised Che tsiue that Che Agency lacka an outreach 
progr«s to blaeka and other uinori es. Ue hope to correct thac 
altuation in the ensuing weeks ahead. A new statenenc on outreach la 
being developed, and we -eipeet ic.^o.be the' bas 
that will reach into the cOBninicIcs of' rural A 
organiiations of blacks and other lalnoritlea. 
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BECOmEHPATlOM 

The FarHii H»e Administrator •faould reviat TaHA regulation! (govcrniiw 
the Lislted Keiourcc Loan Piosrn} to •naure thac fam loaaa are wovided 
to ttioat for t4u» Consicai Intended. For exaaplc, FbHA regulationa 

■pccifi« definition 



• — Tcquiie docunniried outiiach lo minority and ^^1 fanncTi, 

inroinint then .oi -(ptcial loan protraiai, particularly thcLiiaited ^ 
' Reaouretftotr-i. ' ' -'»■'■ 

"1/ 1 • 

ACT low takeh/phofosal J ■' ■ _ 

The Agency liaa found defieianeiea in the linited Reiouree Loan 
inatruction and ia taking itcp* to coirect thea. Tht revised instruction 
will clarify eligibility re^uireiHnts and presi-nt a stricter "credit 
elscvheie" test to iniurt that only qualified applicants ara approved lor 
th< Lisited Resource Loan. In addition ■ new TW(A Civil Righto 
Compliance InitTuction.. 1940-D, is in draft for*. The draft include! a ' 
icqniresant that Stata Officea report CDominity outreach activities. 

RECOKMEMDATIPH . .."'■-■. 



ACTIOH TAKEH/PBOPOSAL 



■ The Ageney'a 
Ba\ine appoi 



3 the 



I conpesitic 
:e and d.'re. 
oittee. Thi 


jn of county 
i revised in. 


conaittec* if being 
:e Director* in 
itructioo vill be- 


,o that the 

Ltj of fjUTO 

[ty/nonnanD. 


State Direcl 
operators Ii 


1 tfa county, ^r 
. -m idfiti™. tht 



its divMtion I 
sill iieriu Jcflect the diveiai 
CKiBple wle/Eenale nd nvjnori 

Equal Oppor vj. ty olfit* will nwnilor and provide the Administrator with 
• naheup of county coirmlttee*. Already, the Equal Employ men t Opportunity . 
(EEO) staff recelvaa a qusTterly coaputer printout that reports 
ai nor ity/ fens 1* composition of county cowiittees. 

BtCOKHEWDATlOH 

The Fi 



■mer* Bone Adoiinistrator should: 




— require that goala for ninoiity participation 
including the United Retourcc Frograa, be est 
the piograa year) and nt at the county lavel 


in FnHA progtns, 
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~ delegate additional adequately tr'ained stsff i 
goals and participations, the quality of aerv: 
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to monitor minority 
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— develop specific ioterpretatona of ECOA requi 
..tsbllsh goidelinei for enforce«Bt in FoHA 


cements and 
loan prograM. 
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■ ACHOH TAKEH/FKOfOSED 

FidIA attcmpti to «itibli>h loan (oali prior to the h«gInnlD( of t&a 
ficcal y«Br. However, Congreaa frequently doe* not appropriate funds 
until after the fiscal year hai begun. It ii alaoit I.potiible, if oot 
impractical, to act goali uhen fund sllocationi are unVnown. In flacal 
1981, Binority loan goila uer* citabliilied and approved ij Deccnbar 19S1, 
vtiieh ii ■ vait inproveawnt over the pcevioui flical year. State 
Directorj have been, aod continue to be accountable for Bcetlng Stata 
loea goalt. I> is ispractical to hold thea reiponiible for each county ' 
■eetinx It* (oali (Ince there are a variety of uncontrollable factora, 
e.s., natura.1 or econonlc dliaater that effect lActher en individual 
county Het( iti so'eli. 

FbHA it unable to devote note perionnel rtaoureea to the Civil Xlghti 
pragraa at the Hetional Office level. A poitibla nathod of •tr«a(theaia( ': 
the overall Civil Riihts effort, however, ii througli the uae of ■tnorlty .. 
coordinator* at the Stttc level. TaVing on the reiponiibilitiei of 
coordinator (* (dditional dutlei, the coordinator, among thin|*', could 

delivery to nlnotity farmer*. USDA'a Soil ConiervatiiSn Service utea a 
coip of sinority -coordinator* in Ita Civil Kighti activitie*. 

jidU'a revlaed CivU Jtlgbti t 
lIppDrtuiiIty Act. il> TrquiTn 
Enforcement criteria will awi 
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Mr. GucKBiAN. Now, a final question. Economic emergen^ loans 
have basically been dead since the end of fiscal year 1981, 1 thiiok. 
As you know, the Coleman-Jones bill would reactivate those loans 
by making the program memdatory. Congress has twice asked we 
move ahead with these, once in the farm bill of 1981 and in an ap- 
propriations bUl of last year I think, given you discretionary au- 
thority. 

But nothing has happened. Do you not support that provision of 
the Coleman-Jones bill calling for reactivation of economic emer- 
gency loans? 

Mr. Naylor. Mr. GUckman, the administration accepted the 
guaranteed authority put in the appropriations bill. There is some 
considerable concern among the legal people within the adminis- 
tration as to whether there is a problem. And they believe there is 
with the way that particular authorization was worded. It may be 
necessary to ask Congress to clarify that particular item as was 
passed in the Appropriations Act during the lameduck session. 

Another perspective which we have ttilked about with some of 
you, which the Secretary alluded to last week, there are two funda- 
mental reasons why there is an interest in the economic emergency 
program. One is the minimiiTvi loan size or loan ceiling size. 

I^ere are two reasons there has been so much interest in the 
economic emergency loem. One has been the size, the other is the 
eligibility criteria which keeps some farmers because of the 
number of employees or whatever, from being eligible for operating 
loans under current guidelines. If those two problems were taken 
care of, there would probably be really no need for that program. I 
would be quick to add, we have strongly opposed that program in 
the past, would strongly oppose a direct insured pn^am again in 
that area because we believe that particular law heis very poor 
lending standards when it is compared to our r^ulation operating 
loan program. 

It has led, and there are a number of GAG and IG reports which 
I think support that, has led to an excessive number erf' very poor 
loans that have caused a great deal of trouble for the borrowers 
that have come out of that program. Frankly, we would prefer not 
to see it implemented again. 

Mr. GuCKMAN. Mr. Chairman, one more quick question. Going 
back to limited resource loans, Mr. Shuman, what percentage of 
the operating loans do you anticipate in fiscal year 1984 will be 
limited resource loans? Have you allocated how much you think 
they are going to be? 

Mr. Shuhan. We have meide an Etllocation, but I don't have it in 
front of me right now. 

Mr. GucKHAN. Will you get that to the committee? 

Mr. Shuman. We allocated to etich State the 20 percent amount. 

Mr. GucKMAN. Is that what it was in 1983, as well? 

Mr. Shuman. I believe that is the same percentage allocated in 
1983, also. 

Mr. GucKMAN. Thank you, Mr. Chairman. 

Mr. Bedell. Mr. Naylor, just to clarify things, did your lawyers 
tell you that that legislation is such that you don't have legal au- 
thority to make the economic emei^ncy loans? 
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Mr. Naylor. It is the consenBUB of the senior attorneys in the ad- 
miniBtration that deeil with this issue that there is a inroblem with 
the authorizing language that was in the appropriations bill which 
prevents us from implementing that particuUu* clause, economic 
emergency 600 million guarantee program. That is still under 
review by the administra^on. 

But I believe the attorneys consider it a nugor problem; yes. 

Mr. Bedeli. Thank you. 

Mr. Coleman? 

Mr. Coleman. Mr. Naylor, Mr. Shuman, why don't we talk for a 
minute on those areas in which we are in agreement. Going 
through H.R. 1190, the Jones^^leman bill, if you could, if you have 
knowledge of it, let's see where we do agree. Increasing operating 
loans and guaranteed loan program. Do you support that concept? 

Mr. Nayloh. Mr. Colemcm, as I indicated at the beginning, the 
administration does not agree completely with the speafic Inll. We 
have recommended increased amounts of authorization for the op- 
erating loan program particularly. There are other areas of this 
legislation which we believe deserve further discussion and consid- 
eration dealing with areas that would be of specific assistance in 
develping good credit loans for an individual producer. Looking at 
areas like 7, 15 years, that type of thing. I r^ret that the time has 
been short, and we have not finished that review within the Ad- 
ministration BO that I can make a statement with r^ard to our of- 
ficial position on the bill. But we do look forward to working with 
the committee find with you on a number of these provisions that 
may have been of considerable merit and may be of value under 
certain conditions. 

Mr. COLSUAN. I gather you don't want to talk about the things 
that we are in agreement with? 

Mr. Naylor. That was the long>winded way of perhaps saying 
that. It just is too soon for us to be able — I don% have the authority 
and cannot respond 

Mr. Coleman. I don't want to put you on the spot. I would want 
to say, of course, that there consideration of marking this bill up 
pretty soon. I think we all agree that we need to have this hearing. 
We have two field hearings scheduled this week to get enough data 
and information. Frankly, the administration's position is going to 
have to be known and nfuled down here, I would say this week, so 
that we know exactly what your official thoughts are as we go for- 
' ward. We have had problems understanding what the administra- 
tion's position has been in the past. 

Now, we have this hearing. We still don't know for sure. I just 
think it would be better for everybody if we could nail it down. 

Mr. Naylor. Mr. Coleman, I agree. We certainly, as you and I 
have visited, and we have visited with Mr. Jones, we intend to do 
that Eis quickly aa possible. I can' tell you, though, without any res- 
ervation that the adminstration will most assuredly oppose any 
moratorium or deferment language, most assuredly wiU oppose 
eoing into ein insured economic emergency program. We would 
hope that the committee might look at some alternatives to dealing 
with the reasons why that program has been brought up at alL 
That being eligibility emd loan lunit size problems in the operating 
loan pn^ram, that that is an area worthy of some discussioD per- 
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haps within the committee. Certeiinly in those two Etreas, and in 
the emergency loan area, we feel that the system which has been 
the historic system through the program, I am t-nl Icing now about 
the r^ular disaster loan pn^ram, is much preferrEuble and the 
only practical way to adminifiter a program as opposed to the pro- 
posal in the H.R. 1190. 

So with regard to those three specific items, I can indicate to you 
now that we have considerable problems mth those and look for- 
ward to working with the committee to see what alternatives 
might be considered, and to look at the other provisions and be pre- 
pared to work with this committee as quickly as possible, hopeiully 
yet this week. 

Mr. Coleman. Well, I would hope that you would still hold out 
the possibility of a compromise in the area of loan deferrals, and 
not, as I told the Secretary the other day, shut the door entirely on 
that possibility. I want to talk with your lawyers. I would hope that 
you would allow your lawyers to sit down and talk with members 
and counsel here to see what exactly is their problem and maybe 
we can be persuaded, as well as maybe persuade them of our posi- 
tion. 

Mr. Natior. We would be happy to do that. We would be most 
pleased to work with this coom^ittee. We hear your concern that 
we adequately deal with credit problems faced by American farm- 
ers and look forward to working with the committee this year. 

Mr. CoLEBiAN. Let me talk about disaster loaaa. What is the 
poliqy of the agency regarding crop insurance availability or pur- 
chase of crop insurance for a person to become eligible for a 6iaaa- 
ter loan? 

Mr. Naylos. We don't have cross-crop compliance in that regard, 
but where it is important to do so, we strongly encourage it. In 
some instances, I beUeve the county supervisor can require it eis a 
condition of making a loan. We are rapidly expanding the avail- 
ability of the program. We have made a number of cnanges this 
year to remove the more onerous provisions and weaknesses in the 
poUcies that were in place around the country. And most notably 
are moving toward individual contracts which reflect individual 
producers' peiformance. 

Mr. COLBUAN. Let me ask Mr. Shuman. What is your policy as 
far as requiring crop insurance in order to receive a FmHA loan? 

Mr. Shubian. As the Secretary indicated, we have no cross com- 
pliance. There is no requirement that every borrower have an 
FCIC poli<7 

Mr. Coleman. What was the requirement? 

Mr. Shuman. The agency's loon officers can on a case-by-case 
basis require the farmer to acquire the a>verage if he thinks it 
would be 

Mr. Coleman. At the time of the loan? 

Mr. Shuman. At or before the loan would be closed. 

Mr. Coleman. Thank you. 

Mr. Bedell. Thank you, Mr. Coleman. 

Mr. Naylor, would you have your attorneys meet with our staff 
in r^ard to the guaranteed part of the economic emergency loan 
prognun? This member is quite shocked. If your lawyers are s^ing 
you can't do it because it is ill^al, and the legislation was not 
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properly drafted, why weren't we told until today, for heaven's 
sake? u we have made a mistake, I would have thou^t we would 
have been advised of it promptly bo there could have been correc- 
tion. 

Clearly, the intent of the Cktngress was titat guaranteed part of 
that loan be available. 

Mr. NAn/)R. Mr. Bedell, there has been more tiian one view on 
the ill^al questions. But the predominant view of the senior attor- 
neys in the Administration, not just USDA, is that there is a prob- 
lem which may require legislative action to correct. We would be 
glad to have the attorneys meet with you on it. 

Mr. Bedell. Our request would be tiiat they meet with counsel of 
the committee so that we can find out just exactly what that is be- 
cause I think I speak for our staff that they are very shocked to 
find out that you are saying that the guaranteed part of the pro- 
gram was extended in such a manner that it is illegal for you to go 
ahead and make those loans. 

Certainly, this member of the committee has been sitting here 
thinking mat you just plain didn't want to make the loans and 
wouldn t make them, even though the need may have been there. 

Mr. Naylob. No, sir; that is not the case. 

Mr. GucKMAN. I hate to do this, but Mr. Shuman, or Mr. NaylOT, 
I think 3rou gave me a misleading stetement on limited resource 
loans. I want to clarify and give you a chance to tell me if I am 
wrong, on page 234 of the budget notes, which you probably don't 
have, but it contains the following: "Agricultural credit insurance 
fiinds." These eare proposed legislative changes that you are going 
to be recommending. One of the proposed legislative changes de- 
letes Uie requirement that 20 percent of all farm operating and 
farm ownership loans be made to low-income, limited-resource bor- 
rowers at subsidized interest rates. That implies to me that you are 
recommending we eliminate the low-interest, limited-resource loans 
altogether. I want to find out, I mean that is up to Congress to do 
obviously. But, is that your recommendation? 

Mr. Kayloh. Mr. Ghckman, it is expected that a legislative pro- 
posal will be brought forward and, if Congress approves, will elimi- 
nate that. But we will carry out ^e law which requires us to pro- 
vide those funds as lonf; as the law is in place. 

Mr. GucKMAN. The miplication from Mr. Shuman's statement is 
that there would be a greater amount of interest in the limited-re- 
source loans next year because of the changing nature of the farm 
credit picture. But, in fact, you would like to end the program, is 
that a fair stetement? 

Mr. Shuman. Yes; the recommendation of the administration has 
been for some time to do that. But we have allocated those funds 
for 1983. Those recommendations you are looking at are for 1984, 1 
believe, sir. 

Mr. GucsHAN. I think you have left a conflicting picture here. 
Could you hold on 1 second. 

Mr. Bedell. May I proceed? 

Mr. Glickman. You are the chairman. 

Mr. Bedeix. Mr. Naylor, I have before me a letter from the 
Comptroller General of the United States addressed to Senator 
E^leton. I can read the whole thing if you want. It has to do with 
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disaster emei^ncy loans. One sentence, "As explained below we 
agree the administration is conducting the pn^ram in a manner 
which is inconsistent with congressional intent and in violation of 
the act." 

My question to you is, do you plan to change so that you comply 
with the act as interpreted by the Comptroller General of the 
United States? 

Mr. Naylob. Mr. Chairman, we do not agree witii that state- 
ment. 

Mr. Bedell. You don't eigree with the Comptroller General? 

Mr. Naylor. We do not agree with that statement as stated. If 
you look at the entire report, I would think the conclusion he came 
to there, he has got some question about it himself. Besides that, 
yes, the General Counsel of the Department is preparing a re- 
sponse to that letter. We do think we are in compliance with the 
law. We will take what steps are necesstiry to clarify that we are in 
compliance with the law, which was consistent with what was done 
by the previous AdminiBtration and by this one. 

Mr. Bedell. I need to understand how things work. Maybe I 
don't understand it. 

Mr. Naylob. The Comptroller General is one legal opinion 

Mr. Bedell. If I may proceed, if the Comptroller General says 
that you are not abiding by the law, then what is the procedure 
therein? Can you say, well, I have been found not to be abiding by 
the law but I don't think you are right? Is there somebody else that 
would overrule the Comptroller General on that, or how is that 
going to work? Normaly, you know, if they call me before the 
courts and say you are not abiding by the law, I Cfin't say well, you 
are wrong. 

Mr. Naylob. Well, the Comptroller General is not a court. 

Mr. Bedell. No. 

Mr. Natlob. It is one legEil opinion. But I am not the attorney. 
We should have our General Counsel here to answer that question. 
We do not concur. 

Mr. Bedell. Is your attorns, does your attorney have more au- 
thority than the Comptroller General? 

Mr. Naylob. No, sir, but we are preparing a response. I think it 
will be appropriate for us to sit down, and our attorneys will be 
sitting down with the Comptroller General's OfBce and reviewing 
his report and pointing out where we feel there are differences in 
the conclusions which they drew. 

Mr. BsDELL. So your answer is that you do not plan to chan^ 
and abide by what the Comptroller General says you have to in 
order to abide by the law; is that correct? 

Mr. Natlor. It is our counsel's opinion that we fire within the 
scope 

Mr. Bedell. I understand that. But that is not my question. The 
Comptroller General in his letter says that you are not abiding by 
the law. I have just read it to you. I take it that what you are 
saying is that you do not pUui to change your rules in r^£u:d to 
this, even though you have that information from the Comptroller 
General, because of what your lawyers tell you. 

Mr. Naylob. Mr. Chairman, our lawyers are preparinff a re- 
sponse to the Comptroller General's OfRce. And they will sit down 
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and review with him where they feel the differences are and why 
we feel we etre operating within the scope of the law. 

Mr. Bedell. I understand very clearly. So you do not plan to 
change at this time your activities in order to comply wiui what 
the Comptroller General says you need to in order to comply with 
the law. The answer to that I guess is yes, that you do not plan to 
change; is that correct? 

Mr. Naylor. We are going to operate under guidance of our 
counsel and continue essentially along the general Bne we are now. 
Yes, sir. 

Mr. Bedell. We are running out of time. I guess another ques- 
tion I would have, I am told by your people out in the field that 
your present borrowers have preference m r^ard to loans, lie 
concern that exists is that with the situation tightening up, where 
people lose their ability to borrow, who have not been borrowing 
from you and lose their ability to get the fineuicial support they 
need, are they going to be dropped out of the safety net here and 
just be out of luck? 

Mr. Naylor. I don't think so, Mr. Bedell. I know what you are 
concerned about. It is a just concern, emd we have to be careful 
that that does not happen. We do have instructions out to process 
our existing borrowers as rapidly as possible. That is being done. 
As it is done, we start in late November, December, to b^in to run 
through those. 

Mr. Bsdell. Have you sent out any directives that would indicate 
that your county su^rvisors are not suppose to consider new bor- 
rowers until such tune as all your old current lenders are taken 
care of? 

Mr. Shuman. No. The only direction in that regard that we have 
sent out is the direction that we utilize resources for considering 
the problems of our existing borrowers — our existing portfolio is a 
high priority. But we do anticipate we will be able to take care of 
the needs of a substantial number of new borrowers this year. 

Mr. Bedell. You currently have a ruling that borrowers have to 
mortgage cdl their property if you are going to give them a loan. 
Apparently that comes out of Washington as near as 1 can toll, b 
there a reason that ruling doesn't simply say that you have to be 
sure you have ade<]uate property in order to cover the loan proper- 
ly, adequate security? 

Mr. Shuman. The only ruling that would fit generally in the cat- 
egory you just described in your question, Mr. Chairman, would be 
in the farm ownership area, where we would take a lien on all the 
property, all the real estete property that the person had. Iliere 
may be in some of our emergency loan programs that we might be 
taking more than what we need to secure the loan. 

Mr. Bedell. Most lenders would say if they had adequate secu- 
rity, that was adequate. I am told out in the field that since you 
have a ruling, that they have to get a mortgage on the entire prop- 
erty, that it ties the hands of the county supervisors in cases 
wherein there would be reason for them not to take a — require 
mortgage on all the property. 

My question is: Is thMe a reason why you don't give that flexibil- 
ity as long as there is adequate security to properly insure the 
loan? 



:y Google 



87 

Mr. Shuman. We would encourage our loan officers to take as 
much protection for the Government's interest as we p(»sibly 
could. We will search and see, but my staff knows of no (Urective 
where we teU them to take in every case every bit of property. 

Mr. Bedell. Then, if that is not the case, will you communicate 
that to your oEEices, because at least in the hearing we had, the 
people that were there, they said that that was a directive. In fact 
this was my district man who said that was a directive &om Wash- 
ington, that they were required on those loans to get a complete 
mortgage on all of the land that a farmer had. 

Mr. Shuuan. The main consideration is to assure the Govern- 
ment has adequate security. 

Mr. Bedell. I understand. 

Mr. Shuman. That should not in every instance require all prop- 
erty, 

Mr. Bedell. Would you send a notice out to your people so they 
properly understand that, because at least my people do not under- 
stand that. If that is your ruling, that takes care of the problem if 
you will just get that information to them. 

Mr. Naylor. Mr. Chairman, we will make that clear and deter- 
mine why that particular situation developed in your district. 

Mr. Besiell. Thank you. Are there emy other questions? 

Mr. Coleman. Just one clarifying question, Mr. Chairman, if you 
would. My question on cross compliance, Are you going to propose 
changes that there be cross compliance this year on Federal crop 
insurance? 

Mr. Natlor. The Secretary has not closed out considerii^ that. 
We have no proposal at this time ready to come forward. 

Mr. Bedrll. Any further questions? We appreciate your time 
very much. It has taken a long time, but I think this is a very, very 
important issue to the total agricultural community. We certainly 
appreciate your being here, particularly in view of the weather. 

Mr. Naylor. Mr. Chairman, thank you. It is a privilege to 
appear before the committee, We look forweird to working closely 
with you and providing whatever assistance we can on a very im- 
portant issue. 

Mr. Bedell. Thank you. 

Our next witness is Mr. Terry Fredrickson, Senior Deputy Gover- 
nor, Farm Credit Administration, Washington, D.C. We owe you an 
apol<^, Mr. Fredrickson. The Chair notes that there are 38 pages 
of tesHmony here. If there is any way you can possibly abbreviate 
that significantly, it will sure be helpnil. 

STATEMENT OF CARL T. FREDRICKSON, SENIOR DEPUTY GOVER- 
NOR, FARM CREDIT ADMINISTRATION, ACCOMPANIED BY 
GEORGE D. IRWIN, ASSOCIATE DEPUTY GOVERNOR 

Mr. Fredrickson. Mr. Chairman, I shall indeed be brief in my 
opening comments. I am pleased to have the opportunity to repre- 
sent the Agency before this subcommittee. I am accompanied by 
our Associate Deputy Governor and Chief Economist, George Irwin. 

We do have, as you noted, Mr. Chairman, a rather extensive 
statement to the committee on economic and financial conditions 
in agriculture and the present situation as far as the Farm Credit 
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System is concerned. That statement also includee some c 
on the Jones-Colemein bill, H.R. 1190. 1 won't go into detail on the 
economic or financial conditions in agriculture. The statement is 
there for your review, and I think the committee is well aware at 
those conditions. 

I would like to talk a little bit with you about Farm Credit 
System loan operations periods of under stress, if I might. 

First, I think it is appropriate that the committee be reminded 
that the Farm Credit System is composed of a large number of af- 
filiated credit cooperatives. They are owned by those who borrow 
from them. They must operate on a totally self-sustaining basis, 
which, of course, does place some limitations on what they are able 
to do. liie Farm Credit S^tem is a very, ver^ large lender to agri- 
culture. It presently provides something on the omer of 35 percent 
of the total credit to agriculture. It is also at the same time, a very, 
very large borrower. All of the System's loan funds are obtained 
from the sale of bonds in the public money mtirket. And that re- 
quires, of course, that the System continue to be a credit-worthy 
borrower, as well as a responsible and responsive lender. 

A balancing act is involved. During this past year, as Mr. Naylor 
indicated, the System had totals of about 1,200 foreclosuree. Some 
870 of those were PCA loan foreclosures and about 380 were FL£ 
foreclosures. During the year 1982, the PCA acceptable loan 
volume declined about 7 percent and at the end of the year, for all 
of those credit examinations that had been concluded on PCA's 
during 1982, the acceptable loan percent^e was about 77 percent. 
The System uses a four-step loan evaluation system. The acceptable 
loeins are, of course, those of the highest quality, down to those 
having serious problems. The problem class^cation picks up then, 
and goes from those which have serious to severe operating prob- 
lems. The vulnerable class are those still regarded as being collect- 
ible in fuU, but would be extremely vulnerable to any changes in 
conditions. If events didn't work out exactly as they were imgected 
there would likely be a loss. And, of course, the loss classification 
includes those loans for which there is at least a partial loss pro- 
jected on the loan. 

So, this decline in percentage of credit quality is significant. Our 
estimate is that if we were to be able to know exactly what pei^ 
centage of loans were of acceptable credit quality at the end of the 
year, and remember, now, ^at this percentage is 77 percent for the 
aggregate of all of those credit evaluations during the year, the 
yearend percentage would probably be somewhere in the 73 to 74 
percent rftnge. 

We have, in other words, seen a continuing decline in overall 
loan quahty during 1982. Loan losses during 1982 in the PCA's 
were by far the high^t the System has ever experienced. The 
dollar total for 1982 is about $160 million in loan losses. That is 
approximately four times as high as it was in 1981, which was the 
previous hi^^ year in terms of loan loss experience in the System. 

In the period spanning 1980 to 1982, the $227 million-plxis dollars 
in total loim losses was greater than that which was experienced 
by the PCA system for the preceding 47 yeeirs in total. Those losses, 
while they are high — and we estimate that loan losses during the 
coming year may be very nearly as high as they were in 1982 — are 
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Btill, in our ju^mrait, at a manageable level. The System continueB 
to be financiatfy stroi^. We believe that the System can continue 
to present to the investor a safe and appropriate place for him to 
invest his money. 

The System has had an informal policy of lending to borrowers 
who were encountering financial emd operating dimculties. That 
policy has not been formalized in the past, but at its February 
board meeting, earlier this month, the Federal Farm Credit Board 
adopted a formal statement on Farm Credit System lending under 
stress conditions. It is not a particularly lengthy statement. If I 
might, I would like to read it. 

Recognizing the current plight of the Nation's farmers in which 
they have experienced declining prices in the face of mounting op- 
erating costs, the Federal Farm Credit Board pledges the fullest 
support of the cooperative Farm Credit System in doing what it 
can to assist hard-pressed member-borrowers while continuing to 
carry out the intent of Congress by maintaining a viable credit de- 
livery system. The Federal Farm Credit Board reaffirms the Sys- 
tem's long-standing policy of forbearance — that is, sticking with a 
borrower so long as there appears to be a reasonable possibility for 
him to work out of financial difficulties and reestablish a fiilty 
viable farm business. In so doing, System institutions must be pre- 
pared to require that adjustments be made or disciplines exercised 
to help assure the borrower's ultimate recovery. Foreclosure or 
other such drastic action is to be avoided unless and untQ there is 
no reasonable alternative course of action remaining. 

In carrying out this poliw, strong emphasis must be pla(»d on 
appropriate loan servicing that will benefit the borrowers who are 
cooperative and making an honest effort to meet the conditions of 
the loan contract. It is rect^nized further by the Board that the 
desire to stay with farmers m difficulty must be balanced against 
the need to maintain the good reputation Farm Credit securities 
have In the finEiDCial market, ther^y assuring the System's ability 
to raise loan funds. Since the Farm Credit System is a privately 
owned institution, it has an obligation to all me farmers who own 
it to nm a sound business and not put some borrowers in a position 
of subsidizing defaulting borrowers as a result of excessive mterest 
and loan losses. 

Thus, the Federal Farm Credit Board recognizes its obligation to 
protect the interest of the System borrowers — both present and 
future — as well as the interests of investors upon whom the System 
depends for loanable funds. 

If I might conclude with some brief comments, Mr. Chairman, on 
H.R. 1190. First of all, we commend Mr. Jones and Mr. Coleman 
for their positive efforts through the introduction of this bill to ad- 
dress some of the mfyor problems which ultimately affect all of us 
who are involved in agriculture and agricultural lending. We view 
H.R. 1190 as a serious and constructive effort on your part to deal 
with a very serious situation. 

In that spirit, I would offer a few, brief, but hopefully construc- 
tive comments on certain of its provisions, even uiough they may 
have no direct application to institutions of the farm credit system. 

First of all, so there is no misunderstanding, let me restate what 
is today the overriding problem faced by farmers. The problem is 



:y Google 



not credit, but rather insufficient credit worthiness that arises 
from too many years of poor prices and low net income. Credit in 
that sense is no more than a temporary bridge for those who can 
survive until income improves. Wlule credit certainly remains vital 
for most farms in most areas, their salaries must come from a 
strong dose of increased income. 

As we indicate in our formal statement, there will likely be 2 to 
3 percent of our borrowers, systemwide — and in some areas per- 
haps at least as high as 5 percent of our current PCA borrowers — 
who will be unable to obtain further financing for this crop year. 
Two key provisions in the Jones-Coleman bill appear to be amied 
at those borrowers, as well as similarly situated borrowers fttnn 
other conunercial lenders. In addition, the bill is aimed at a certain 
number of difficult borrowers eilready had in FmHA portfolios. TW 
first would make available an eidditional $200 nullion to new 
FmHA borrowers. The second would require expenditure of $600 
million in this fiscal year in order to implement the economic 
emergency pn^am. 

FCA encourages its banks to develop alternatives to surest to 
borrowers in those relatively few cases where the system institu- 
tions are forced to discontinue offering credit. It would certainly be 
our intention to consider working closely with other lenders to help 
bridge the gap of those few borrowers who, through no fault m 
their own, are no longer creditworthy. 

In the past, the economic emergency loan program has served a 
useful purpose. It could do so again, although certainly we recog- 
nize that during an economic emergency, lending decisions are 
often made that result in greater loaaes than would be the case in a 
more settled environment. 

That fact, however, need not diminish the validity of such a pro- 
gram under the appropriate circumstances. We would, however, 
point out that the mfyor problem toweird which renewal of the eco- 
nomic emergency problem is aimed might well be met by an adjust- 
ment in the loan limits and in the loan eligibility requirements. 

In the case of the additional $200 million in operating funds ear- 
marked for new borrowers, the unanswered questions, of course, 
are, one, whether FmHA has the stfiff resources to handle addition- 
Eil borrowers find, two, how large this cat^oiy of borrowers might 
be assuming an option exists to take a Farmers Home Administra- 
tion guarantee and keep the account with a commercial source. It 
should be noted that a large amount of Government funding will 
be going out this yeeir to borrowers of all sizes through CCC or reg- 
ular loan programs. 

Also, the PIK pro-am may reduce somewhat the need for oper- 
ating loans. Using PIK could be a desirable strategy on the part of 
some borrowers who would seem to be tainted by this bill, because 
it would reduce operating loan requirements to those needed for 
nonbase crops. 

With respect to other specific provisions of the bill, the adjust- 
ment in operating loan limits would seem to be a particulary real- 
istic step. Keeping the higher limit on guarantees focuses Farmers 
Home Administration's appropriated resources on the smaller boi> 
rowers. The higher guaremtee limit eliminated, for borrowers in 
the $200,000 or $400,000 range, the option of the direct loan at a 
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lower interest rate, or the guaranteed loan at a higher rate. Thus 
the hill addresses, in a sensible way, the sponsors concern about 
the lack of success to date with these guarantee prc^rams. 

Unless and until, however. Farmers Home Administration rates 
are aa high as commercial lenders will ask for when making a 
guarantee, there is not much likelihood that borrowers needing 
$200,000 or less will use the guarantee approach. 

As for the section on consolidation and rescheduling of loans, 15 
years is a rather long period over which to eunortize operating debt. 
Perhaps any such action should be available on a one-time basis. 
Otherwise, there is the possibility of a perpetucdly increasing oper- 
ating debt, which is not a very sound practice. 

Fmally, there are going to be, for everyone involved in the farm 
credit system, commercuil banks, the insurance companies, and 
others, some very, very difficult, painful decisions to be made with 
respect to individual borrower cases during the coming year. There 
will be cases when that decision simply has to be that the borrower 
cannot continue or that his operation must be very substantially 
restructured for him to continue. No lender enters into a foreclo- 
sure, unless it is absolutely the only resort that he has remaining. 
It simply is too painful a process. It is too WEistefuI a process, u 
there is any way to avoid it, lenders simply don't do it. I hope that 
the committee will understaiid that those of us who are in the agri- 
cultural fmance business are going to have those decisions to make, 
that not all of them are going to be well received or popular, and 
that you would be supportive of us as we attempt to do what is in 
the long-run best interest of agriculture, and even in the long-run 
best interest of those individual producers. 

Thank you, Mr. Chairman. 

Mr. Bedell. Thank you, Mr. Fredrickson. 

[The prepeu^ statement of Mr. Fredrickson appears at the con- 
clusion of the hearing.] 

Mr. DuKBiN. Mr. Fredrickson, the hour is late. I will ask two 
questions emd try to be brief. 

You may have heard in the previous line of questioning some at- 
tempt by the committee to ascertain through the Farmers Home 
Administration the economic profile of the farmer today who is in 
the most serious decree of difficulty. Farmers Home did not have 
very much to offer us. Perhaps they will be able to give us addi- 
tional information down the line. 

Can you give us a picture either on a r^onal bfisis, age basis, 
income classiiication, as to the farms today who are most vulner- 
able in the credit meirket? 

Mr. Fredrickson. What we would prefer to do, if we might, sir, 
would be to respond to your question and to the committee s inter- 
est in this more fully in writing. But we can make some quick ob- 
servations that I think would give a little bit of an idea. 

First of all, as you know, the folks who are in the most difficulty 
right now are cash crop producers. Those whose operations are 
more or less exdusively dependent on cash crop operations tend to 
be having greater financial difficulty emd a higher incidence of 
problems. That is particularly true in the cotton and rice commod- 
ities. That, of course, narrows down the regions. 
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In terms of the age, I think what we are going to see as this 
works itself out is that we will have taken, or Uiere will have been 
taken, a relatively heavy toll on those agricultural producers from 
the ages of 30 to 40 in the $40,000 to $100,000 annual sales class- 
relatively young, as farmers go, relatively new in the commercial 
farm sector. Those who have either elected or felt that they have 
been forced to take on a relatively heavy load of debt to get int« 
the farming business on a commercial scale but got these a Uttle 
bit late. 

[Material submitted follows:] 
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lariar fana. ladabtad faraa altb aaooal aalai of 4100,000 01 aoro — 
tapraiaatlBg (boat 10 parcaat of all fam — aecoaotod for 56.4 parcaat 
of Iba OBtataBdlns oparatai fan dabt. Fan* aaaata for thla aalaa poap 
anragad »B(7,000 par fan. ahlla tha anra|a dabt aaa fZM.SOO) 
tharafon, tha aaarafa dabt-ta-aaiat ratio aaa »,!. 



:y Google 



T*til* 1> — F*rm Nimbw*, OuMtwMng DM and Itallo* lor Fwi* OpwaMn hMi IMbI, by Siln 



P«W4GNMCMh 



I 40.000 

< tojx» 



TiUa 19 — Uililbutlon ol 



•t by Finn SiMt CKi*. D 



F*mi SalM Cl« 
lOD to 40 to 
<2M <I00 



tnRiMficbig ttM r«Tn OpvMer 0*M 
w 31. 1173 

(tlJWO) 



Operator (ami iMii 
Oparalor Mmi aasan 
TMai caih rKMKi 



:y Google 



tin largi fam vltb tb* (ull oM*. Fdi uaaplt, aUttat 90 parcant of 
cha Uzmt mch aiBual aaJaa s[ tJBO.OOO oi wita mra Indabtad In 1979. 
■baiH* !•■> Chan *0 pareaat of tba fan* irttli aala* lujai tlO.OOD pal 
Ttt had dabt. Alcbonsb tba latga iroup raptMaatad abcut 1.5 parcait of 
all faTM wltb dabt. It accouatad foe oaailr 18 parcant of tba dabt 
outatandiBc. Tba ^all ([oup Ma aaca aiaarou* — accoimtlog tot 3S 
parcant of all Indabtad fana — but l[a ahira of tba dabt wa luat uadai 
10 paruBt. Tba dagraa of cancaattatloB of tba fan dabt aon| Iba larta 
fana la furtbai uadaticorad bj ■xanlaliis aTaraia dabi pai (an. For tba 

(21, Odd foe tba aaall fam. 

Anothar aaaauia of tba dlapatltr of fan dabt bataaaa latt* fana and 
Hall oaaa la tba dabl-to-aaaat ratio. In 197), tUa latla uaa 33.3 
parcant foi indabtad fana mtb anaual aalaa of $100,000 oi aon, Taiaua 
lt.9 parcant (oc tana vltb annual aalaa of laaa than (10,000. Iha 
dabt-co-aaaat ratio tandad to laernaaa wttb aacb laitar aalaa eataaorr, 
and tba rlaa m» aapacially apparant ooea aUaa wnt abera ftO.OOO. 

Ibn Opantot finbt ^csrdtas U (bn l ut aaa 

Altbsi«b tba aurvar raaulta did not aiMarlia (an IncoM for diffanat 
dabt laiala. It iiaa poaalbla to conputa dabt-to-locoaa tatloa accordtni 
to aalaa laiala, Induatrr iiaup*, tanur* airantaaaata and oiianlutlonal 
trpaa. Tba ratio bataaaa dabt and nac caah fan Idcoh (anarally Haa 
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m for (ana idth Hlaa balo* MO.OOO p«r j9U, ud It m» MtMtlT 
igitln fer Itimt vlth ■•Iw btlm tS.OOO. ■oimaT, tl«M Una 
:*qu*Dtl7 iMd off-fan (ouxc*! of IncoW t« mpplaHOt tiM fan 
inlnta, Btalch sftaa ptoducad a wira (arscabla latia than thoaa far tba 
:aiga tana ataaa all 1:ko^ aaa eoaaUan4. On balaaea, fan dabt «u 
■out 1.7 tlwa laisat than total lacaM for Ul tana. Honani. It na* 
.5 tlma latgat tbao tacoM (or tetaa atth aalaa mdac t*0,000. 
Pnbablj tba Boat nUtkacabU stouii xaa Iba ald-alaa faaa attb aala* 
batiMB t*O,0OO and glOO.OOO pal ]iaaT. lacawaa of tbalr alaa, tbaaa 
paopla an prlHrllj ai«a(ad 1b fanlgg and da aot hava aa aueb off-tata 



■r Induali? trpa, thara aaa a high dagna of iBtforaltr In tha 

onablp »at<Ma dabt asd IncOM. looUas apaciflullr at Individual 
rj iroupa, tha lalatlonahlp batwan dabt and sat caah faca Ineoaa 
aa (aroiabla tot baof catlla and bofa ttaaa It m* foi tba otbac 
ock antarpclaaa and crapa. loMTai, tUa altuatlao prabablj 
a al«alfleaDtl;r (roa ana raat to tba naM. WMn tba oft-fan 
a of IneoH van Ucludad, tha dabt^to-lsccw ratloa nara faltlr 
acToaa fan iTpaa, altbough tha ranta did Tary fron 150 paccaat 
c tobacco fana to 36S paccaat (oi baaf faodlota. Than vaa alao ^ 
gh dagna of imlfoCBltT la Iba dabC-to-lncoBa raault* foi eaaun 
ni«aMnta and aigaBliatlsoal typaa. ladaad, aa aelanoTtby dlffannua 



.attlbutloo of far* dabt wa about aaaaly dlTldad batwan crapa aad 
ick, altb llvaatoclc baTti« a allahc a^a at SI paicast. Tba ovlj 
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ladnitrr that ippMnd lo han ■ dlaproparttoasl* ahaT* of tha dabt >aa 
baaf faadlota, mth IT parcaai of th* total. Dalrr ram bad tba aacond 
largaat ahara at 10 parcaai. It (hould ba notad, hovavar, that aa a 
(toup, caah gcain faraa accoontad (or naarl^ 30 pareaat of tha dabt. 
Ttala dagraa of eoncaolialloo helpa axplaln ah; pallcr>akaTa aod laadara 
haTa baan eoaearaad about Cha datarloratloo that haa occurtad In irata 
prleaa a*ar tha paat raar. 

FaiB OfacataT Dabt leeacdlof to TMar* aad Tn* at OrfaaliMlos 

Is 1979, about 60 patcant of tba fata* In tha Dottad Stata* inT* oparatad 
br faiaara aha oned all of tha land they opetatad. Anothai 27 paicant 
of tha fann vara oparatad hj ovnsra, who ovnad part of thair faralog 
unit and Tantad Iha raat. Only 12 paicant of the faiaa wera opaiated bjr 
paopla who laaaad all of chair acreage. 

Tba proportion of Indablad faiwra and tha dabt-to-aaaal ratio dapandad 
■Ignlflcantlj on tba tanura arrancaBaot. For aiavl*. 72 parcant of tha 
part nntara had aoaa dabt In 1979, eaapatad oltb 52 pareaat of tha 
taaanta and 46 pareaat of the omara. Fart ovnaia accountad for Boat of 
tha farm dabt, 5S percent, ia aaeh, their debt^o-aaaat ratio na only 
altgfatljr talghai than the a«arall anraga Indebted faraa, 25.8 paroant 
veraua 24 percent. Althoogh Che annint of debt aaaodatad altb taoaota 
vaa lea* than 10 pareant of tba total farm dabt, Che dabt-to-aaiat ratio 
of tanaota vltb debt* at 46.0 pareant, na algnlflcantly above the other 
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t nflacllBs tk« abMnc* of imI muu m a WMt la 

*. lb* dcbt-tvaacat catln fat full «■ 



n«[i !■■ ■ itioag lalatlooaUp bttwaa tha laral Bt Ian aalaa aa4 
rtoteitleu of tndabiad opaiacoia haolac a dabt-to-aaaat ratio a»o« *0 
parcaat. Fai aalaa of laaa tbaa t*0,000 pair jaar, abavt 20 paccaat of 
lb* faiMra bad a latlo abo» *0 paicant. Itaa propartloa naa acaadllr 
far aaeb la[(ai aalaa claaa, laacbl^ 18 paicaat (oc tba aalaa iiMp of 
»00,000 or Bote. 



Tba CMslta Indlcatad tbat about a third of tba faiHca U tba awllat 
Mt ooitta cata(oila* mra uadar 35 paan old. Tat, aoat o( tba joiuic 

oat asctba auaadlDc 150,000, and a Iblcd uaca 
abova 1100, DOO. Thai, aa a group, tbajr coapaiad taaaonabljr nail with tba 
oldat fanai) la taiai of tbalr nat wrth dticrlbutloa. Hoaarai, la 

, tba jreuDC faiwra aaia aoia Talnarabla to flaaaclol 
adntBltf. alIbM«h tbajr cooatltutad about 16 paicaat of all fan 
oparatoiB, tba jounc fanaia lapraaantad 21 parcaat of all apatatoia wltb 
on, tbay (aia laapooalbla (or 10 paccaat of tba 
dabt and ttaaj accauatad foe naatiT *0 paccaat of all 
h dabt-to-aaaat catlaa abon *0 paceaac, U fact, iha 

10 foe tbla gioup af faCHC* mt 35 paicant, 
abora tb* a>aia<a (or all opaiatoi*. Flaallj, tba aumr 
flBdlna* abond tbat tba ovacaga dabt latal of jouog fanaia ma alwwt 

■ foe all DpaiatDia iiltb dabt, cloaa to gSO.OOO pac 



dabt. In addlt 

autataodlBi di 



Tatag* dabt-t 
onaldaiablT al 



:y Google 



lapllutlOH for t»a CamM naacltl minKHt 

At tlw tlac the 197» Fan Flunce Surrey «■ conducted, ■■)■( faCHCa had 

eipericDcad ■ very faianble Idcoh yalt. Since then, of ceurM, the 
financial altuatlan la agriculture haa daurloratad (IgDltleantly. ia a 

badly depleted. Nat only la (he ability to repay loana being Jeepicdlca 
by Ion pTlcea and poot Incoaea, but the financial Integrity of the 
taduatry t* eroding aa eaaet value* decltn* vblle debt contlnuca to 
Incraaia. Houairer, Ihtaa dltflcultla* are not affecting all fatacra 
equally, becauae of ujot dlffarencel la alia, location, debt levala, ag 
of operator, and tbe Ilka. It la hero that the ceaulte of the aurvay ca 
be Died to place tba cutreat altuatlan la better parapectlTa. 

The folIOHlag ohaarvatlana aevi to bo partlculaily relevant In ovaluaUni 



1. The fen debt 1* boavtly coaeeatrated anong fan* alth ealaa ahov* 
$100,000 par yaar. Over es percent of the operatac* la thla aalaa 
cattgocy have hotroocd aoaey for tbalt fara buolnooaea. In (be 
■ull fan catagorlae, only *D percent of tb* oporetora have 



everago for all Indebtad farae In agrlcultur 



3. The Urge fan 
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Aluat oiw-faurth of tU ladibtad fan aparatar* ban dabt-to-aaaa 
ncloa aboTa *0 parcaat. 

Dabt-to-aaaal rada* tawl ts lactaaaa idth fara alM. Woi fataa 
with aalaa abora tSOO.OOO, tha anrafa ratio la about SO pareant 
(raatal than tha ataia(a far all fana. 

Opacatoia alth dabt-Co-aaaat ratloa abora *0 parcenc ara frasuana 



A blibar piDpnitlon of opaniara In tha aullar nat north elaaa 
ban dabt-to-aaaat ratio* abora M parcaat than la tba laraar 



8. Off-fatB aourcaa of lacoM ara aaaanciaj (or tha autvlTal of wall 
airf aaar Bld-alaa faru. FatM ullb aaaual aalaa of laaa than 
ttO.OOO raallaa Kra at(-farm aanlaaa than nat farm Idcom. Iha 
■sat Tulnarabla iroup of fatw ara tboaa otth aalaa bataaaa t*0,000 
asd flOO.CKXI par raar, bacauaa aanr of thaaa paopla ata pclaarUy 
aosaiad la fartfog and do noC ban as opportimltT to aara larr wch 
Bff-fa» IncoH. 
I. Tba ralatlaaahlp batoaan dabc and aaaata, or batnaa dabt and total 
Inceaa, doaa not vary vldal;) aaoni *uUnduatT7 frsopa. Bovanr, 
caah grain fana aay natranl apaelal attontloo bacauaa alaoat 
ena-thlrd of tba total dabt Id airlcultata raata ulth thla (rsap. 

10. Tba financial atraogth of agrlcoltDra nrlaa ^bb| raflaoa. Tha 

Rorthaaat appaara to han baan in tha baat ahapa at tha tlM of th* 
aDTTar, aUla tha Uaatcm Combalt, tha Caottal Plalna, aad tha 
Dalta ragiona wara tha aoal nlDatabl* to eoBttmad financial 
hardahip. 
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Mr. Dubbin. I might follow up on that with a second question. 

I get the distinct impression in readii^ your prepared statement, 
Mr. Fredrickson, that you are faithful and tolerant afi to the ad- 
ministration's proposals for new farm policy, b(jt not wildly enthu- 
siastic. It would seem your conclusion is that even if we adopt the 
PIK pn^ram and set out a prwram to increase exports which, of 
course, we all would applaud, that your prediction is that we are 
still going to find ourselves in a very flat farm economy for the 
coming year. I hope I haven't read too much into what you have 
said in your statement here. I read it very quickly. 

What I am asking you then is to put on a hat for a minute and 
be a eurrc^ate Secretary of Ariculture. Where should we be goii^ 
What direction are we not headed in? What can we do that we are 
not doing? 

Mr. Fbedbicsson. Well, that, unfortunately, sir, is a hat that 
won't fit very weU. But I will make an observation or two. 

First, your reading of our assessment and expectation for 1983 is 
correct. We are very, very hopeful that the PIK prc^^ram does 
work, that it is accepted well by agricultural producers, that there 
is a very considerable level of participation in it. We do not think 
tiiat even with the most optimistic projections of participation, it is 
likely to increase net farm income very much in 1983. 

Now, that is not to say that it doesn't hold, certainly, the poten- 
tial for improving the prospects for 1984 tmd beyond, if, in fact, it 
can b^in working down tlus surplus situation that we have hang- 
ing over us. But for 1983, our expectetion is that it will not have a 
pfirticularly balancing effect on net farm income. 

As to what we should do beyond that, given the budgetary con- 
straints that face the Congress and the administration, it seems a 
little bit unlikely that a prc^rerai which would require more in the 
way of direct Federal buc^etary outlays is a realistic prospect. That 
leaves the expemsion of exporte eis probably the only real opportu- 
nity. And it would certainly be our hope that both the Congress 
and the administration would continue to pursue whatever possi- 
bilities exist there very, very aggressively. 

Some of the proposals for PIK would seem, at least, to hold out 
some hope in that particular area. 

Mr. Dubbin. Taking the two questions I asked you and the two 
responses together, I have a genuine fear that we are going to see a 
situation that will probably emerge in agriculture in which we 
could lose a generation of farmers in the process of this recession 
or depressions, depending on how it affects you personally. 

I am wondering if our joint enthusiasm for PIK on both sides of 
the aisle and all farm groups is, in fact, perhaps deluding us from 
some action to some areas that really need our undivided attention 
in the coming year before we lose this generation of farmers and 
find ourselves moving closer tmd closer to an oligopoly situation. 

I see my time has expired. Thank you very much. 

Mr. English. &&. Stenholm? 

Mr. Stenholm. Mr. Fredrickson, the Farmers Home has steted 
earlier today that it is now their policy for eeich supervisor in eeich 
country to work with the PCA's and local banks in r^ard to the 
credit problems, et cetera. In your experience, has this been hap- 
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pening? And if so, do we have some tangible evidence tiiat it has 
been working? 

Mr. Fredrickson. In terms of tangible evidence, examples we 
could display for the committee, no, I don't think we could say we 
do have any. Clearly, the Fsirmers Home Administration has been 
much more aggressive in the past year in this particular area. The 
emphasis that has come from here in Washington has been reflect- 
ed in activity in the fleld. Our people certainly have noticed it. We 
have attempted in FCA to provide some of that same kind of lead- 
ership impetus to our folks in the field, And, I think, it has paid 
dividends. I think the amount of communication, the d^ree of co- 
operation between the farm credit system institutions and Farmers 
Home Administration local offices luis improved rather substantial- 
ly. But in terms of having tangible evidence, I think that I would 
have to say, no, sir. 

Mr. Stenholm. Could it be better? 

Mr. Fredrickson. I think tiiere is no question that there is still 
room for improvement. It is going to be tested repeatedly during 
this coming year. 

Mr. Stenholm. In light of your testimony concerning the loan 
guarantees and pointing out a veiy accurate problem concerning 
the $200,000 and under, or $100,000 today and under borrower, 
where he is going to go versus the guaranteed loan or the aormal 
loan, would you make some comments, if you would care to, and if 
not, I would Uke to have a proposal from you, Eifter study, as to 
whether or not we could have a change In the lending procedure to 
fill that gap we are talking about today between the bottom end of 
the PCA borrowers that you no longer can stay with, which would 
in most instances be at the top end of the FmHA, yet so often they 
find themselves in never-never land. 

There is no weaning period, so to speak, in that area. I think 
that is one area we need to spend some time on. Would you com- 
ment on it? Specifically, I would like to have you give some 
thought and give me some guidance as to a direction we might 
pursue. 

Mr. Fredrickson. We would be very happy to do that. What I 
would say right at this point is that I was much encouraged by 
what Mr. Naylor and Mr. Sbuman said this morning in terms of 
simplification of the present guarantee pn^ram. And one provision 
in tiie Jones-Coleman bill would, of course, expand the upper limit 
for that guarantee progreun, which, in our view, would be helpful if 
it is coupled with a genuinely workable guarsmtee pn^ram for 
many of the types of borrower to which you have made specific ref- 
erences. 

Let us give you some further comments on that after we have a 
chance to think about it. 

[The information follows:] 
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twttA Laadint Progr— 



Several factors cantribate to the pToblaa you are adddreiiiag . Theae 
boil dom to a Matter of funda and liaita in the areii of staff aod 
fioaaciag. 

A part of the problea ia the wrkload level created iken VkBA ia called 
in to take oa additioaal borrooera dio oo laager aeet cooBercial loan 
standards. This has been accentuated by 3 or K>re successive years of 
such a shift. One poasible approach sight be to permit aonevhat greater 
attrition froa the loner nargin of FoHA borrowers to pcovide rooa for 
those producers in the "never-aever" land yon describe. A iiuiri>er of 
FnHA's tzistiog borrovers have been progreasing in the Hrong financial 
direction for aeveral years, ind it probably is tiae for a realistic 
assessment that soae of thea no longer have potential for eventual 
recovery and graduation to a cooMercial lender. 



TmHA'a mission of providing a temporary refuge is being severely tested 
by the prolonged adverse incoae sitaation in the farm sector. Dnleas 
there is a n>re active turnover, PMHA's miasion vill have been effec- 
tively redefined. The wisdom of having Government Cry to insulate all 
feraera completely from failure due to market forcea requites a close 
exaaination of lAet this would mean to public outlays and to the long-run 
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health oE the fana aector. Of courae, any actiona deaigned to truncate 
thia aiaaion drift w>uld have to addreaa tKi danger*: (1) too aach 
attrition too qaickly nould deatroy the boae of land and nachinerj 
values, thaa Heakening the financial altuaClon for faraera generallj, aid 
(2) the sltemativea arailable to aoch borrovers and their general 
welfare tend to get overlooked once auch a ahift ia under wiy. 

Another part of the problea ia that liaits on the alee of ?aBA loana to 
one borrover are no longer realistic. Inflation in input prlcea by 
itself has probably halved the purchasing power of a $100,000 operating 
loan since that liait naa eatablished. 

Finally, the nature of part of the borroners in "never-never" land ia 
significantly different from FaBA'a traditional clientele. A portion of 
theae faraa facing probleaa are not saall, mA their problems grow out of 
having a business gronth strategy geared to an inflationary econoay 
daring a period lAen inflation began decelerating. 

ScBB of this group traces its probleaa beck to the aid-lSTOa md an ' 
erroneous assuaption that conuidity prices Here destined to stay on a 
higher plateau. Neither HaHA atsff experience nor its progrsa liaits 
have been geared tOMrd dealing iiith theae larger operations. Forther- 
■ore, it is not clear that even a highly skilled credit staff could find 
successful workout solutions, given the very uncertain prospects for fala 
incoiie inprovement in the next 2 yeara. The fact that cooaercial lenders 
have reached a deciaion consigning auch operationa to "never-never" lead 
ralaea questions about the general wiadoa of creating an FBHA prograa to 
address this group. It aay be nser to make such ■ prograa diicretionary 
in recognition of the fact that a niAer of cases are probsbly beyond 
recovery. 
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Mr. Stenholu. One final question. Do you believe that we should 
have a congressionally mandated moratorium on all foreclosures? 

Mr. Fredrickson. Absolutely not. 

Mr. Stbnholm. Thank you. 

Mr. Frbdrickson. I think it would have a very, very bad effect, 
longer term, on t^ricultural credit in general. 

Mr. Tallon. I don't have any questions, Mr. Chairmfm. 

Mr. GucKMAN. Yes. 

Mr. Fredrickson, welcome to the committee. 

Mr. Fredrickson. Thank you, sir, 

Mr. GuCKMAN. Mr. Fredrickson, on page 28 of your statement 
you indicate that the FICB's estimate that, on the average, 5 to 10 
percent of their current borrowers may not qualify for credit in 
1983. Those are the highest numbers I have ever seen. I have, in 
fact, on many occasions, hear that, perhaps on some occasions, the 

£ reduction credit associations, both at the statewide and national- 
r, are underestimating the amount of their troublesome loans. But 
wia, at least, reflects a higher number thfui I have seen before. I 
want to know if that is a national number, and, if so, are there 
areas of the country that are worse than that? 

Mr. Fredrickson. I am very pleased that you raise that question, 
Mr. Glickman, because that is a statement in a portion of my state- 
ment that I wish to correct. That is not a correct percentage. Tliat 
percentage as steted, is excessive. There will be some individual 
PCA'b in the country where the percentage of borrowers who will 
not qualify for continued financLng may run as high as 7 to 8 pei^ 
cent. I thmk there will be almost none where it would be as hi^ 
as 10 percent. There may be some districts, two or three, perhaps, 
where the total in those districts would run as high as 4 percent. 
Nationally, I think we are looking at somewhere in the rsmge of 2 
to 3 percent. 

Mr. GuCKMAN. Which districts have the highest rate of credit 
problems in PCA'b? 

Mr. Fredrickson. The deep South, the New Orleans district, in 
the Texas district, and in the Louisville district. 

Mr. GuCKMAN. What about the Wichita district? 

Mr. FREmucKSON. It would not be among the highest. 

Mr. Glickman. How about Federal land bank problems, district 
by district? Which are the worse there? 

Mr. Fredrickson. There would be, in terms of incidence of prob- 
lems, very much the same pattern as for the PCA loans because 
they are, for the most part, industry felated. 

Mr. Glickman. So again it is the South, the Southeast, that has 
the most serious problems? 

Mr. Fredrickson. That is correct. 

Mr. Glickman. Even if you say the 5 to 10 percent is too high, 
which appears in your statement, again how does this number for 
PCA's [mrticularly compare with last year and the year before? 

Mr. Fredrickson. It has increased, it would be, at this point, at 
least double what it was 2 yetirs ago. 

Mr. GuCKMAN. Are we at the highest level in terms of problems 
that we have been in 10 years in terms of the farm credit system? 

Mr. Fredrickson. Yes. 



:y Google 



110 

Mr. GucKMAN. The otber thing is, I wanted to give the impres- 
sion, you do have some problems with it — you indicated for a mora- 
torium on foreclosures. But just to set the record straight, the Cole- 
man-Jones hUl does not in any way call for a moratorium on fore- 
closures. It calls for putting into statute what the current practices 
are of the Farmers Home Administration in deferrals. You under- 
stsuid that, don't you? 

Mr. Fredrickson. I heEird the earlier discussion, Mr. Glickman, 
very clearly. Yes. 

Mr. GucKMAN. Thank you, Mr. Chairman. 

Mr. Bkdell. Mr. Coleman? 

Mr. Coleman. Mr. Fredrickson, I haven't had, obviously, a 
chance to digest all your fine statement, but lookii^ at it, it looks 
like it is very good. I want to read it over closely. You mention on 
page 36 that 5 percent of the current borrowers in your system will 
not be serviced this year for one reason or another. Could you give 
me what doUar figure that represents? How many loans you won't 
be able to make this year? 

Mr. Fredrickson. Again, that is the same figure that, in answer- 
ing Mr. Glickmein's question, I said was too hi^. That figure 
should be more on the order of 2 to 3, 3V^ percent. Five percent 
systemwide is greater than it will be. Dolleirwise, I simply cannot 
estimate. We do not have that number. 

Mr. Coleman. I wonder what happens if this bill does not pass? 
What happens to these 2 to 3 percent? They just don't have any 
sources of borrowing? And I assume that would translate in a 
bankruptcy, foreclosure, and so forth. 

Mr. Fredrickson. That would depend, I think, Mr. Coleman, on 
how much funding Farmers Home Administration would have 
available in the absence of the passage of your bill. And whether or 
not it would be available in such amounts to soak up very much of 
that 2 to 3 percent and those that would be in a similar situation 
with other commercial lenders, I think we simply don't have an es- 
timate. 

Mr. COLEBiAN. Let me ask you what the System's policy is on de- 
ferrals and rescheduling. This is not unheard of in your System, is 
it? 

Mr. Fredrickson. Not at all. 

Mr. Coleman. The criteria you use, I assume, are standard t^jpes 
of criteria that bfmks provide in looking at rescheduling and defer- 
rals. Could you supply those to- us? 

Mr. Fredrickson. We can do that. 

[Material submitted follows:] 
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DBLIlKlOPTr LOANS 



I riiich MEvrltlM ar* act paid proaptly can be elM»lfl*d Into 



Lo*n* taqnlrtng only m InfonMl agraawnt — irtilch iepra«ent' a 
rslatlvelj large percantage «f delinqoanC loan* In noat aaaoclatlona. 
Tor sxanple, llvaatock or crop* «■; oat b* taadj to aarket for a 
period of 30 or (0 da;* aftar aa InatallBent la doe. in Infonal 
agreaMaot Hill adaqoatalj take eara of wch a borrovar'a aaada. 

Loana that taqnlre aora than an Informal agraaaant. Sndi loans 
taqnlia a good deal of tlaa and callaetion affott on tha part of the 
loan offtcar. Frior to (Ivlng tha loan aoch apaelal attention, tha 
aaaodatlon ahall flrat detaralna atiathar tha bonowtr la worth; of 
aaalatanca. To dataralna thla, four polnta aaat ba conaldaradi 

a. la the borrmMt coopoTatlng end doing hla boneat beat! 

b. Is be appljrlng hla tncOB* over and above rassoaabla living and 
oparatlDg ezpenaes to rednce hla IndebtedneaaT 
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c. Ib bs caking propsr ears of tlw pxopsECjrT 

d. Il tharB a raaaonable chanea b'll be abla to aoxk hla way eot of 
tba ■lCiiatl«nT 

Daltnqoant loana thaC naed sera Chan Ca^orary aaalscanca taqnln a vlalc 
to Cha fan by the appropriate aaaoclAtlon peraoimel. In all caaaa, 
Infora the proper lervlelng craatacnc can be applied, Ic 1« naceaaarr to 
enalyxe the altoatlon. 

After ell parclnent InforBaclsn 1* obcaload with rafaraDce to the 
borrovar, Che aecnrttj, and the borrow e r 'a aathod of operating the 
eecnrlty, the nanager and the board of directors of the aasoctatloa, 
coaalatlog of the borzover'a peera — nenber borroveta of tba aaeodaclan 
— will be laady co aaalyae cha caae aad apply the proper loan Barvlelng 
traacacnt. na following factora are taken Inco conaldaratlonl 

1. Stability of Ineona. 

2. Anclclpated lerel of arallable Ineoaa afcar dadnctlag taaaonabla 
living and faiM opeiatlng • 



4. Oatalde debts. 



5* Sebablllcatloo for Increaaed fncoaa, necaaaary najor repair* and 
laproreBente, and preaervacloa «f aecnrlCy. 
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6> Old ag* or pb^aical handicap and wltlunit aitccaaalon intareacad, 
arallabla, and qtialltlad to contiima ownarahlp. 

to Boalrala o£ a dalloquent loan ahall Includa tha cTaluation of the 
conblnatlon of DanageBenc ability, TepafBeDt capacity, aecarltlas, 
equity, aad Che vorthlncai of the botrowar for ■••latance. 

One of the parpoaea of Che Syacm la to aaalac far«ei~-boErowera to om 
their property debt free. The achleveaent of thla purpose la made 
poaalbia only by the syateaatlc redaction of the debt. If It la 
deteralned that a borrmrer can, with aBslatanee, retire hla loan, there 
are aeveral loan aatrldng reaedlea arallablai 

1. Inforaal forbearance — Terbal agrecaenC Co perMlt a loan to reaaln 
dellnquanc for a ahorc period of tlae. 

2. Scandatlll — ondat ■ ataodaclll agraaaant, whan a borrower haa Bade 
voluntary additional payaeata on hla loan, the principal portion ^y 
b« poatponed In a nuHber equal to the nmber of advance payaenta. 

3. Defenanc — poatponenent of the aacuTlCy dates of principal 
Inatallaenta. 

4. RsaBortlsstloa — raarrangeaent and/or estenalon of Che teraa of loan 
payaent on an aBorctced baala. 



The Fam CredlC Syaten's policy la to continue working wlch borrowers as 
long as they have ai^r reaaonable chance of recovery. The different tools 
available, abfch we Hated above, allow aaaoclatlona the fleilblllcy chsy 
need to forbear. 
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Mr. COLEBCAN. You have seen here this morning Mr. Naylor's 
chart which indicated five criteria that FmHA has established to 
continue with a borrower. Some of these criteria are similar to the 
onee we have in our bill. Are we out of the ballpark on these crite- 
ria, trying to provide objective standeirds? Is what we are suggest- 
ing within the realm of reason? 

Mr. Frbdricxson. I think there is nothing at all wrong with the 
criteria. I think the problem, as we would see it, would not involve 
in any sense the criteria which are there, because those are reason- 
able. When you see those we would identify as being employed by 
the Farm Credit System, they are going to be very, very smiilar. 
The key one, of course, is that in the judgment of tlie lender, the 
borrower has a reasonable chance of worki^ out of the difficulty 
and reestablishing a viable farm operation. That is the crux of the 
whole matter. 

Mr. CoLEBtAN. Would a limited, selective deferral statute in any 
way undermine your System? 

Mr. Fredrickson. It would not if it were restricted exclusively to 
Farmers Home Administration. That, of course, is the effect t^ 
your bill. We do have a genuine concern about it because there 
have been some statutes, or I should say some legislation intro- 
duced in some State l^islatures, which would have this effect on 
fdl lenders. So we do have a considerable sensitivity on the general 
subject of moratoriums. 

Mr. Coleman. I note on page 19 that your interest rates have 
fallen dramaticaly during the year Irom June 30 fW>m 14.5 percent 
down to 8.7 at the end of November. Those figures would snow up 
on a rescheduling deferral under our bill as a lower interest rate 
the farmers would pay. Would this help them in any way become a 
viable farm operation by almost decreasing their rate of interest on 
a note by almost 100 precent? 

Mr. FsEDRicKSON. Those numbers you quote are not leading 
rates, they are System borrowing rates. 

Mr. Coleman. So they would be a little higher hut percent- 
agewise we are talking about a similar decrease? 

Mr. Frbdricxson. WeU, the System's interest rates have come 
down. We hope they will continue to come down. Clearly, that 
would have a helpful effect on borrowers. Of course, in view of the 
fiact that virtually all the Farm Credit Systems loans are written 
on a variable rate, those rates are adjusted up and down automati- 
cally more or less in line with money costs. All borrowers will auto- 
matically benefit from those declines in interest rates. 

Mr. Coleman. One last question. What percentage of your loans 
were deferred or reschdulea during last year? What percent of your 
total loans have come under this type 

Mr. Fredrickson. I can't answer your questions in the terms in 
which you ask it. We don't have the numbers. 

Mr. Coleman. Can you get them? 

Mr. Fredrickson. I think, perhaps, what I can tell you would be 
more helpful. Production Crc^t Association renewals in 1982 were 
almost 33 percent of their loan volume. They were ELctually renew- 
ing loans which had or were about to mature. For the Federal 
Land Banks, 16, almost 17 percent of their 1982 loan volume was 
for the purpose of refinancing short-term debt. And those numbers 
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are the hi^est that they have been in my experience, the highest 
that they have been in quite a number of years now. 

Mr. Coleman. Let's say, compared with 1 and 2 yetirs ago, would 
you say that they have increased 50 or 100 percent? 

Mr. Fbedbickson. I would say 50 percent. 

Mr. Coleman. Thank you very much. 

Mr. English. Mr. Bedell? 

Mr. Bedell. As I indicated in my previous questioning, at least 
the indication in my area was that when Farmers Home brings 
about a forced Uquidation that at that time they shut ofT ftll pay- 
ments to the individual, that prior to that time they were allowed, 
depending, maybe $1,000 a month as living expenses that that is all 
shut off at that time. 

How do you operate when you have forced liquidation or foreclo- 
sure or whatever it may be? 

Mr. Frsdeickson. Well, that would depend, Mr. Bedell, very, 
very much on .the nature of the case that is involved. 

In those few rare instances where it is a very, very antagonistic 
situation and where the borrower has demonstrated a pattern, per- 
haps, of converting collateral without permission of the lender, it 
may very well be action taken to, in effect, put the lock on every- 
thing that moves, tie it down just as tight as possible in protection 
of the lender's interest. 

That would not be the typical kind of situation, however. 

Mr. Bedell. At least you have no such ruling? 

Mr. Fredrickson. Absolutely not. There is no such set rule. 

Mr. English. Mr. Fredric^on, you indicated you didn't really 
expect a whole lot of improvement insofar as farm prices are con- 
cerned this year. 

Do you, in your projections and given what you know at this 
point about PnC or any other farm policies that ^e Department of 
Agriculture might have, do you expect a substantial improvement 
in prices for ffu^ners next year? 

Mr. Fredrickson. You are asking for the commission of a great 
foolishness, of course, in responding to that question. 

Mr. English. Well, if I remember correctly, don't you have to 
take things like that into consideration whenever you are trying to 
determine whether or not a loan should be made or whether you 
ought to continue to try to work for a farmer and all this judgment 
that goes into arriving at a decision whether you foreclose on some- 
body? 

Xkm't you have to kind of look down the road not only this year 
but next year and see what his chances are? 

Mr. F^drickbon. That, of course, enters into that equation. 

Mr. ENGLISH. I would think it would do more than enter into it. I 
would think it would be a m^or factor. 

Mr. Fredrickson. That would depend, of course, on what that in- 
dividual's situation is. Yes; we are optimistic. Perhaps I should say 
cautiously optimistic, that 1984 will be a better income year than 
1981 or 1982 has been, or better than 1983 will be. 

Mr. English. Are you talking about substantially better or are 
you just talking about marginally better? 
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Mr. Fbedrickson. My own guess is that it will be moderately 
better and the greater the participation in the PIK pro^fram. the 
better the prospects for 1984 will be. 

If we can have some better luck in the export market that, 
again, would improve income proepects but, as you know, sir, it 18 a 
very chancy kind of a thing. 

But, yes, our expectation is that 1984 will be better. 

Mr. English. & that based on the fact that you expect that 
through the PIK program we will eliminate the m^ority or a good 
part of the farmer-held reserve? Is that the reason for tmit? 

Mr. Fredrickson. Yes. 

Mr. English. So it isgoing to be disposed of. 

Mr. Fredrickson. lliat it will work the total surplus down 
rather substantially. 

Mr, English. Given the fact that you are going to dispose of a 
good part of that carryover or surplus that we have had on hand 
over Uie next 12 months, does that also carry with it the potential 
danger that market prices will be going down during this coming 
marketing yefir rather than up? 

Mr. Fredrickson. There is perhaps some chance of that. We 
don't think it is very great. 

Mr. English. Are you telling me that with a substantial amount 
of additional grain and cotton coming on the market tiiat that will 
not affect market prices? 

Mr. Fbedrickson. Well, if it all comes on the market it will have 
a short-term impact: yes. 

Mr. English. As I understand it, farmers are in ratiier desperate 
condition financially. They are not able to put grain under loan; 
are they? 

Mr. Fredrickson. That is correct. 

Mr. English. They don't receive a deficiency payment for picked 
grain; do they? 

Mr. Fredrickson. That is correct. 

Mr. English. The most that they will receive is a 5-month stor- 
age payment; is that not correct? 

Mr. Fredrickson. That is my understanding; yes. 

Mr. English. With those farmers out there that are in fact look- 
ing at depression times and I don't think that is an exaggeration to 
say that we are very, very close to an agricultural depression, can 
you tell me what those borrowers of yours that have to make pay- 
ments next year, what are they going to do at the end of that 5 
months or even before that 5 months? 

How are they going to make those payments? 

Mr. Fredrickson. Well,. clearly some of them are going to be 
forced to liquidate those commodities rather quickly and there is 
likely to be some move on the market before it would be entirely 
advantageous for it to do so. But looking at it in a lai^er context 
looking at the whole, if we can get those planted acres down in this 
vear, if we can get that total production down, yes, there may well 
be some dip in market prices during this coming year but the fun- 
damentals of the supply and demand situation for most of these 
stable commodities should indeed improve. 

Mr. English. Well, you are talking about next year then? You 
are not talking about improvement this year? 
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Mr. Frbdbickson. Our statement, I think, reflects that we do not 
anticipate any improvement of any magnitude in net farm income 
in 1983. 

Mr. English. And a moderate improvement next year? That is 
what you just got through telling me? 

Mr. Fredeickson. Yes; but recognizing that that is a very, very 
chancy estimate. 

Mr. English. So if you have an agriculture economy that is close 
to a depression with prices this year being lower and next year the 
best they can hope for is a moderate improvement, it looks like the 
next 24 months for any farmer that is being pinched at all is pretty 
bleak indeed; isn't it? 

Mr. Fbedrickson. For many of them it is; yes, sir. 

Mr. ENGLISH. In the statements that you made here you say that 
the Farm Credit Administration is going to stay with those farmers 
where there is a reasonable alternative, where there is a chance 
for that farmer to stay in business. 

Those tire judgment calls, are they not? 

Mr. Fredrickson. They tire indeed. 

Mr. English. Who makes those judgments? 

Mr. Fredrickson. In the Farm Credit System most of the loan 
decisions, whereas in years past they were made by loan commit- 
tees, farmer loan committees, m(»t of the loan decisions today are 
made by professional loan officers. 

When it comes down to those ultimate decisions as to whether a 
borrower is going to be discontinued, whether the association is up 
against a decision, can we stay with this borrower another year or 
perhaps the even worse decision: Are we going to be forced to initi- 
ate a foreclosure action with respect to tlus borrower to collect our 
loan? Those decisions tire, in Edmost all instances reviewed with 
and approved by the association board of directors. 

Mr. English. And those board of directors, assuming that you 
have the loan officer with one opinion and what you are relying on 
as far eis those board of directors is concerned, is their knowledge 
of the individual or the knowledge of the area; is that not correct? 

Mr. Fredrickson. Knowledge of the area would be by feir most 
important, their experience in agricultural production, their knowl- 
edge of the area, their ability to know what is possible in that 
given area. 

Mr. English. Well, perhaps I am under some delusion about it 
but it is my understanding that the farmer had an awful lot to do 
with how successful he was going to be. You have got all kinds of 
farmers just the same as you have got all kinds of other business- 
men. 

You have got those that are good farmers and bad farmers the 
same as you have good businessmen and bad businessmen. Are you 
telling me that there is no difTereace from one farmer to the next 
farmer? 

Mr. Fredrickson. No, of course not. 

Mr. English. Well, then, how can you say that he is not the 
mfoor factor in consideration? 

Mr. Fredrickson. No; he is a major factor in the decision but 
that is going to be reflected more etccurately by those financial 
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statements and operating records that will accompany that deci- 
sion to the board of directors than in any other fashion. 

Mr. English. Well, you have, and you just got through telling us 
an awfiil lot of farmers between the ages of 30 and 40 years of age 
who are very likely cemdidates for forced liquidation and foreclo- 
sure over the next few months. 

I didn't hear any qualifiers in there that, well, those fEumers 
that are good farmers in that age group most likely will survive. 

What you are telling me now is that you don't even take into 
consideration whether it is one of those young farmers. You simply 
look at that operating statement and if he is a farmer that has 
been around 30 years and has a lot of equity or has had it and has 
flittered it away because he hasn't been a very good farmer when 
he hit tough times and there is no difference between that guy and 
some young fellow that has just been started up maybe 4 or 5 years 
and has been caught in an economic crunch. 

Mr. FREnBiCKSON. Obviously not. 

Mr. English. That comes down to knowledge of that farmer, does 
it not? 

Mr. Fbbdeickson. It comes down to knowledge of the farmer. It 
comes down to his operating record. It comes down to what is possi- 
ble in that particular industry in that particular area, all those 

Mr. Engush. But as you well know, in some regions of the coun- 
try, particularly in my home r^on, Mr. Glickman's home r^on, 
there has been a consolidation effort underway as far as Farm 
Credit Administration is concerned particularly through produc- 
tion credit and farmers with the FederEil land bank for some time 
and it is my understanding now that we may soon find ourselves in 
a position out there where you don't have a single member of that 
board of directors even from the county who would even have a 
chance to know who that farmer is. 

How can that board of directors, much less that loan officer, 
given the fact you have 18 or 20 counties put tf^ether, how can 
they make a judgment on whether that farmer is a good farmer or 
bad farmer or have any understanding or working knowledge of 
that farmer whatsoever? 

Mr. Fredsickson. Well, I think that decision and that responsi- 
bility on the part of an association board has to be based on a good 
deal more than a personal knowledge or a personal relationship 
with that borrower. 

There may very well be cases, such as that that you mentioned, 
or associations in some areas of the country which have consoli- 
dated or are becoming larger where in all probability there would 
be borrowers who no single member of Uie board of directors know 
personally. 

In those kinds of situations, when it comes down to a decision as 
to whether or not that loan heis to be foreclosed, whether or not 
that borrower has to be discontinued, that board of directors is 
going to have to get enough information, enough personal knowl- 
edge of that particular individual to be comfortable with the judg- 
ment that it has to make as a board of directors. 

In many cases they are going to have a conference with that bor- 
rower, sit down with him, talk about his situation, let him present 
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to them as a board the basis which he has for believing that he 
can, in ffict, turn his situation around and make a success of it. 

Mr. Engush. I would simply urge that you give careful consider- 
ation to that policy of consolidation and try to make certain that 
there is at least someone on the board who has an acquaintance- 
ship at least with the farmer who is in question because I think it 
is a very big ftLCtor as to how good a farmer is. 

They have got to have that kind of understanding and knowl- 
edge, it seems to me. 

Also, I would simply urge that you keep in mind, too, Mr. 
Fredrickson, of course the reason we have a farm bill in the firttt 
place and the reason that ffirmers receive a little different consid- 
eration than other businessmen by this Government is because it 
was decided an awful long time ago back in the thirties that it was 
in the best interest of tlus Nation to have the food and fiber pro- 
duced by family farmers. 

The objective is to try to make it possible for these people to stay 
in business because that is in the interest of the country, not just 
because Tom Jefferson thought they were nice folks. 

So I would hope that we would keep that objective in mind and 
that we wouldn t get to the point that we are so sterile that we 
don't take into consideration any personal knowledge that a 
member of the board of directors might have about that farmer. 

Are there any further questions? 

Mr. Stenholm? 

Mr. Stenholm. I think in light of my question to Mr. Naylor ear- 
lier and particularly following on what Mr. English has just said, 
we are going to need to give a lot of serious consideration to some 
^pe of maintaining of a personal relationship in Farm Credit, 
fmHA, and I keep coming back to the ASCS system where you 
have elected peers to review. 

I know personally that the PCA has done more of this in the past 
and are doing it today, I think, than is commonly known as far as 
the personal review of the concerns. I want to reemphasize my ear- 
lier question to you. 

As we look at that never-never land between a decision that is 
made by a PCA board in Oklahoma in which that board is elected 
to represent a 2(><ounty eirea but yet that farmer and his family is 
dependent upon that jury understanding his local situation, we do 
need to look at some way to move from that decision that has to be 
made at PCA level in ttie Farmer's Home and have a transition 
and I think a loan guarantee in that area is going to make more 
sense. 

I just reemphasize my previous question and you have already 
responded to that but I think in light of the very good point Mr. 
English h£i8 mtide, this is an area we need to look at. 

Would you briefly go over for the committee and for the record 
the loss-sharing agreement that is now present in Farm Credit? 

Mr. Fredrickson. There are authorized under the Farm Credit 
Act loss sharing agreements for all of the institutions of tlie 
system. Those agreements are, in effect, the implementation of the 
joint and several liability of all 37 banks on the bonds that are 
issued to public invrators. 
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Each of the districts has its own individual loe»«hariiig program 
among its PCA's and among its Federfil land bank aasociationB and 
when the loeaes in a certain association reach a predetermined 
level, then assistance is provided to that association by the other 
Etssociations in that district. 

There are similar progrfuns among the three groups of banks, 
the Federal land banks, tiie Federal credit banks and tiie banks for 
cooperatives. 

Each of those three systems has a bank system loss-sharing 
agreement which would be triggered if one of those banks were to 
get into serious financial difdculty. 

And, finally, there is, at the top of that, a loes-eharing agreement 
which involves all 37 of the banl^ under which, if 1 of the banking 
systems got into serious financial difficulty, the other 2 would be 
contractusilly obligated to come to its aid. 

Now, there have been severed triggerings of district association 
loss-sharing prc^;raniB during the past 18 months. There have been 
approximately five or six individual PCA's and in every ctise they 
are receiving aid and fineincial EissisttLDce from the other associ- 
ations in that district. None of the banks at this point is even re- 
motely close to triggering a bank system loss-sharing agreement 
but they are there for the protection of the stockholders as well as 
the protection of the investors. 

Mr. English. Thank you very much, Mr. Fredrickson. We appre- 
ciate it. 

I guess we will recess until 2 p.m. 

[Whereupon, at 1 p.m., the subcommittee was recessed, to recon- 
vene at 2 p.m., the same day.] 

AITEBNOON SESSION 

Mr. Bedbll [acting chairman]. The subcommitte will come to 
order. 

Mr. Jones is imable to be here. I am going to be chairing the sub- 
committee again this afternoon. 

Mr. Coleman, do you have any statement to make? 

Mr. Coleman. No, Mr. Cheurman. 

Mr. Bedell. David Senter was to be our first witness. Apparently 
he cannot get here because of the weather, so his prepared state- 
ment will be placed in the record. 

[The prepared statement of Mr. Senter appears at the conclusion 
of the hearing.] 

Mr. Bedell. Now, Mr. Paul Sacia, National Farmers Union. 

STATEMENT OF PAUL R. SACU, ASSISTANT DIRECTOR OF 
LEGISLATIVE SERVICES, NATIONAL FARMERS UNION 
Mr. Sacia. Thank you, Mr. Chairman. 

I am Paul Sacia, assistant director of l^islative services for the 
National Farmers Union. We appreciate this opportunity to ad- 
drees ourselves to a question which ominously haiigs over the agri- 
cultural community today, that question being: Has tiie USDA re- 
sponded properly m administering its credit policies considering 
the economic circumstances farmers now face? 
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Secretary Block, Under Secretary Naylor and FmHA Director 
Shiiman have consistently maintained that they are doing every- 
thing within their means to assist farmers during these rough 
times, the standard USDA refrain being, we are going the second 
mile with financially distressed farmers. 

We can best judge the validity of their claim by evaluating: (1) 
the farm income situation; (2) the agricultural credit picture; and 
(3) actual USDA policies and actions. 

These times in agriculture are often compared to the Great De- 
pression. However, in many ways, the comparison does not suffi- 
ciently describe the severity of today's problems. As appendix A 
shows, the Great Depression included 3 bad years in succession, 
with farm prices dropping below 60 percent of parity for onljy 1 
vear. But now we are experiencing 3 bad years with farm prices 
below 60 percent of parity, and we face another one in 1984. For 
1981 and 1982, feu-m prices averaged 57 percent of parity, one point 
worse than for the year 1932. 

The poor cash flow on American farms in the past 3 years has 
caused the liquidi^ situation of farmers to deteriorate rapidly. 
Thirty years ago, U.S. farms had $1.11 in cash assets against $1 in 
debt. Now they have 10 cents in cash assets for each $1 of debt. 

Incredibly, farm production expense alone exceeded cash receipts 
from farm marketings in 1982. And while there are some positive 
signs of recovery for other sectors of the economy, that cannot be 
said for Etgriculture. Burdensome stocks almost dictate that better 
dajTS are a couple of years away. 

Obviously, the income and cost of production crunch has caused 
severe cre<jit difliculties for thousands of our farmers. The greatest 
burden often falls upon our youngest and best-educated operators 
who have not built up the equity so importeuit in sustaining oneself 
through several bful ^ears. 

We are seeing a rising tide of farm failures that not only trans- 
lates into immeasurable human misery, but also threatens uie very 
structure of American a^culture as we now know it. 

While foreclosure talhes are not the best barometers in measur- 
ing credit conditions, it is revealing to note that in 1980 there were 
260 foresclosures by the Farmers Home Administration. In 1981, 
the agency recorded 300 foreclosures. However, in 1982, we started 
seeing a much different picture. In 1982 FmHA foreclosures rose to 
844. 

But more significantly, there were 5,908 FmHA liquidations and 
1,245 bankruptcies, not to mention 4,313 notices of acceleration, 
most of which also result in the losing of a farm and the means of 
supporting a family. 

In 1979, only 13 percent of FmHA borrowers were delinquent, 
compared to today's 28 percent figure. The dollar amount delin- 
quent has more than tripled in just 3 years. 

This tide of distress is rapidly flowing over into the Farm Credit 
System. The Farm Credit Administration projects that 4,383 farm 
credit borrowers were in the process of being liquidated in 1982, 
twice as many liquidations as last year. Federal land banks are re- 
porting a 30-percent increase in delinquent borrowers for 1982. 
None of this, of course, even touches upon difficult financit^ condi- 
tions in the commercial market. 
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Now let ufi examine how the adminiHtration has responded in re- 
lation to the plight of many of today's farmers. 

First, and in an action highly symbolic to farmers, the USDA 
chose not to spend 1 cent of tiie $600 million in economic emergen- 
cy loan money Congress appropriated for fiscal year 1982, altiiough 
the use of such funds would not have resulted in a significant ex- 
pense, as repayment of outstanding loans largely finances this pro- 
gram. 

Equally disturbing have been the Depcu^ment's efforts in imple- 
menting the limited resource operatii^ loan program. It failed to 
use more than $121 million of operating loan money specifically 
earmarked for limited resource borrowers, meaning that only 54 
percent of the appropriated $265 million was provided to qualified 
farmers. ThiB represents the first time FmHA has not met Con- 
gress established limited resource loan quota and it resulted in ap- 
proximately 4,990 unserved borrowers. 

Appendix B shows a State-by-State breakdown 1 month before 
the end of fiscal year 1982. (Final year-end figures varied slightly.) 
The chart shows a great disparity in State-by-State usage of limited 
resources operating loans for tiacal year 1982. 

For the first quarter of fiscal year 1983, FmHA is showing even 
less commitment to limited resource borrowers than in fiscal year 
1982. 

Commilmenl oft^xrating loan money to limited resource borrowers. Pmrnt 

October 1981 „ „ „ _ 10V4 

November 1981 „ - 18H 

December 1981 - ^ _ -._ 18i4 

October 1982 _ „ „ 11» 

November 1982 16 

December 1982 15% 

We cem only hope that the first quarter of fiscal year 1983 does 
not accurately represent their intentions of availing limited re- 
sour^ funds. 

A third cause of consternation amongst our members has been 
the Department's handling of the emergency disaster loan pro- 
gram. Senator Thomas Eagleton served us all by requesting an 
opinion by the Comptroller GenerEil which resulted in confirming 
hjs belief that the FmHA "has followed and continues to follow a 
policy which illegally denies farmers access to the emergency disas- 
ter loan program." 

The Comptroller asserted that the Secetary for 2 years now has 
ignored the clear mandate under the Consolidated Farm and Rural 
Development Act that all farmers who have suffered a minimum 
loss of 30 percent be eligible for disaster loans. 

The USDA capriciously used a guideline limiting the availability 
of emergency loans to counties in which there was a 30-percent 
dollar Ices to all cash crops grown in the country instead of basing 
availability of the program on losses suffered by individual farm- 
ers. The Comptroller General opined, "He (the Agriculture Secre- 
tary) may not conduct the program under a policy which systemati- 
cally excludes individual farmers made eligible by the statute." 

We concurred with Senator Eagleton when he said, "To illegally 
deny farmers even the opportunity to apply for an emergency loan 
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is unconaciooable. Yet the practice persists as ihe policy of this ad- 
minstration." 

While such public condemnations have caused favorable adjust- 
ments to be made in the prt^am, the fact is that the public should 
never have to deal with such flouting of the law. One can only ask 
what sort of spirit pervades our Department of Agriculture at this 
critical juncture in our agricultural history. 

For all obvious reasons, we are extremely pleased to support the 
Emei^ency Agricultural Credit Act of 1983, and we thank Con- 
gressman Ed Jones and Congressman Tom Coleman for their origi- 
nal cosponsorship. 

We have no criticisms whatsoever of H.R. 1190 but would like to 
make a few comments and suggestions. 

LOAN DEFERRAl^ 

It is important that when a farmer satisfies the ilrst two condi- 
tions for a loan deferral, (1) that the farmer be proven good man- 
ager, and (2) that he suffer from circumstances beyond his control, 
that he not be tripped up by the third rather fuzzy condition, (3) 
that he have a "reasonable chance" of recovery. We would prefer 
that this requirement be made more definitive, in order to elimi- 
nate as much discretionary application eis possible, or perhaps be 
dropped entirely. 

QUARANTBED LOANS 

This provision is significant not only because it would free up 
much needed commerlcal and cooperative credit, but it would do it 
without creatii^ resentment among those borrowers who are only 
able to obtain credit at prevEiiling market interest rates. 

NOTIFICATION PROVISIONS 

The utility of each loan program spelled out in H.R. 1190 would 
be greately enhanced if farmers were thoroughly informed of their 
new credit options. An information gap has posed a mtgor obstacle 
to farmers getting credit for which they are eligible. Frequent 
FmHA letters of notification of programs are a fundamental need. 

CONFUSION OVER PRIVACY ACT 

It would be useful if the law made it clear to local FmHA offi- 
cials that the Privacy Act weis never meant to keep a "borrower's 
file" from the borrower. We believe a copy of the file should be 
made automatically available upon request to the respective bor- 
rower. This information is particularly important to the farmer in 
preparation for appesiling FmHA loan decisions. 

Again, we themk Congressman Jones for introducing the Emer- 
gency Credit Act of 1983 and Congressman Colemein for his cospon- 
sorship. This bill is precisely what the doctor ordered. However, we 
deeply r^ret that this l^islation is so necessary. The USDA has 
had tiie means to respond to the farm depression in a responsible 
and humane way. They have snubbed congressional intent and 
needlessly caused misery for thousands of farm families. 
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We wholeheartedly urge your approval of the Emei^ncy Agri- 
cultural Credit Act of 1983 and thank all of you for your time and 
consideration. 

[Attachments follow:] 
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Mr. Bedell. Thank you for your support of the le^lation. I note 
your statement regarding the Privacy Act. Have you found a 
number of people tuive not been allowed to view their own records 
and to rebut arguments that are being given eigainst their obtain- 
ing loans out there? 

Mr. Sacia. Yes, that has been a common complaint. 

Mr. Coleman. Is there eictually an argument that the Privaqr 
Act precludes these people from getting their own information? 

Mr. Sacia. No. I believe there is a lot of confusion out there. 
They are trying to be too careful with the Privacy Act. 

Mr. COLEBfAN. Thank you very much. 

Mr. Bedell. Mr. Durbin? 

Mr. DuEBiN. Thank you. I apolc^ize for coming in late. One of 
the reasons was I attended the all night Farmer Union convention 
in Springfield over the weekend, and am still recuperating &om a 
fine time. 

I don't know whether you heard the testimony this morning, but 
one of the points I have been trying to zero in on is how most orga- 
nizations and Eigencies view the scope of the problem in terms of 
the type of farmers being affected % this credit squeeze. Do you 
have any observation on that? 

Mr. Sacia. My first observation would be that it is pretty much 
across the board, but with an emphasis on our younger farmers. As 
mentioned quite early in the statement, the problem is that al- 
though these farmers are efficient farmers, and some of our best 
educated, they have not been around long enough to build up the 
equity necessair to sustain themselves over a number of bad years. 
That is where the focus of the problem would be. 

Mr. Durbin. It was suggested this morning by Mr. Fredrickson, 
he felt it was generally the farmer in the 30 to 40 age group with a 
farm, I would suppose a gross farming of $40,000 to $100,000 a 
year. Does that sound reasonable to you? 

Mr. Sacia. Yes. 

Mr. Dubbin. That is all I have. 

Mr. Bedell. Mr. Stenholm? 

Mr. Stenholm. Where you make your recommendations, you say, 
"We would prefer that this requirement be meide more definitive," 
this requirement being that you would have a reasonable chance of 
recovery. 

What precisely do you mean by being more definitive? 

Mr. Sacia. The reasonable chance just leaves a lot of discretion 
to the decisionmaker. We are just a^aid everyone, there is a good 
reason to give the farmer a loan in the first place, and he has been 
proven to be a good operator, and he is suffering from circum- 
stances beyond lus control — we want to make sure there is not so 
much disoetion in there that if it is the intent of the Farmers 
Home Administration to cut down on their borrowers, or cut down 
on their delinquency, that they are not given the freedom to do so 
with this provision. 

I think it is a fair provision. I am just a little concerned it might 
be a little too loose. 

Mr. Stenholm. I understand that. I am trying to get at, when 
you say, "more definitive," how much more definitive could we get 
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than to say, "a reasonable chance of recovery." What would be a 
more reasonable definition? 

Mr. Sacia. I am not really sure. We would be certainly happy to 
try to provide some language to you. 

Mr. Stenholm. Let me come at you a different way. 

In arriving at this recommendation, assuming you sat on the 
Farmers Home Board three-man committee, what criteria would 

{rou use that would be more definitive, you yourself? When you are 
ookin^ at a man or a loan portfolio, and what you are talking 
about IS a reasonable chance of recovery, at some point you have to 
make a judgment, don't you? And that is what you are talking 
about. 

Mr. Sacia. I am not saying that that language is poor or unfair. I 
am just saying there is a danger that they will take that, what you 
could call, loophole, and use it to their advantage. Maybe that is 
the best language we can come up with. 

I would just like to alert you to the danger of that. 

Mr. SrraniOLM. So really you don't have a specific recommenda- 
tion. Just be cautious in that area that there could be some abuse? 

Mr. Sacia. Yes. We would be glad to provide some different lan- 
guage shortly. 

Rfr. Stenholm. Thank you. 

Mr. Bbdkll. Mr. Gunderson? 

Mr. GttNDERSON. No questions, Mr. Chairman. 

Mr. Bedell. You mentioned the fact that the Comptroller Gener- 
al had said that the Department is not obeying the law in the way 
they are handling the program. They indicated that they felt that 
the Comptroller General is not necessarily the one that they need 
to listen in that r^ard. Were you here this morning? 

Mr. Sacia. I was not able to be here, no. 

Mr. Beoell. Do you understand that if the Comptroller General 
tells you you are disobeying the law, it does not necessarily mean 
you are disobeying the law? 

Mr. Sacia. I understand that. 

Mr. BEnsLL. Is that the reality? 

Mr. Sacia. Yes, that is the reality. However, I think they have 
taken his Eidvice to some extent. There have been some revisions in 
that program, and applying it on a case-by-case basis. Our concern 
was why does this even have to take place. The intent of the law 
was clearly stated in the law. 

Mr. Bedell. We didn't have time this momii^. But if the Comp- 
troller General tells the Department of Agriculture it is obeyii^ 
the law and the Department of Agriculture doesn't agree with that, 
who is it that then decides who is right? 

Mr. Sacia. The courts would. 

Mr. Bedell. We have to go to court anyway. 

Mr. Sacia. Our complaint is farmers are now less than 3 percent 
of the population. When it comes down to interpretation of the law, 
we are going to lose out every time. We can take it throi^h the 
courts, but it is a long laborious process. Our hope is that Congress 
will assert its will and put enough pressure on its Department of 
Agriculture to make sure that they do the thing that Coi^ress first 
intended. That is our only hope. 

Mr. Bedell. Thank you very mudi. 
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Mr. Sacia. Thank you. 

Mr. Bedell. Because of the possibility of more bad weather, we 
will move along as rapidly as possible. 
Ms. Mary Thatcher, please proceed. 

STATEMENT OF MARY KAY THATCHER, ASSISTANT DIRECTOR, 
NATIONAL AFFAIRS DIVISION, AMERICAN FARM BUREAU FED- 
ERATION 

Ms. Thatcher. Mr. Chairman and members of the subcommittee, 
the Farm Bureau appreciates the opportunity to present testimony 
on the Emergency Agricultural Credit Act of 1983. 

The American Farm Bureau Federation is the Nation's largest 
general farm organization with a membership of over 3 million 
families in 48 States and Puerto Rico. Farm Bureau members pro- 
duce virtually every type of commodity grown on a commennal 
basis in the country. Farm Bureau polity is developed by the pro- 
ducer members at the county, State, and national levels of the or- 
ganization. 

Let me make a few observations about the Farmers Home Ad- 
ministration in general before I discuss the specifics of this bill. 

First, the FmHA was originally created for one purpose — ^to 
make loans to depression-stricken farm families. Today, filthou^ 
FmHA still aids family farmers, its resources are not concentrated 
on aiding family farmers because its pn^frams have become so 
highly diversified. 

Prcwrams which require not only funds, but time and effort of 
FmHA personnel include homeownership loans, rental housing 
loans, mutual self-help housing loans, congregate housing loans, 
water and waste disposal loans, energy impact assistance grants, 
community facility funding, business and industry program fund- 
ing, watershed and flood prevention loans, and resource conserva- 
tion and development loans. 

These programs all draw on the time that FmHA personnel at 
the national. State, and local levels have to spend on the agricul- 
tural credit programs — those programs which FmHA was estab- 
lished to address. 

In fiscal year 1982 FmHA's rural housing insurance fund, sprait 
mainly on various housing pn^ams, had a budget exceeding $3.7 
billion. The rural development insurance fund, spent on alcohcd 

[troduction, community facility, and water and waste dispoaal 
oans, had a budget exceeding $1 billion. In addition, FmHA's 
budget for grants for prc^rams such as farm labor housing, mutual 
and self-help housing, home repair, and water and waste disposal 
exceeded $560 million. At the same time, the agricultural credit in- 
surance fund, which funds farm owner^p and operating loans — 
which should be the backbone of all FmHA funding— had a budget 
of only $2.3 billion. This included funding for soil and water loans, 
Indian land acquisition loans, recreation loans, and others. Our 
point is simple. Farmers could be aided much more if FmHA did 
not have to spend so much time and money on all the nonfarm pro- 
grams presently administered by FmHA. 

A specific eximiple would be a recent discussion one of our State 
Farm Bureau presidents had with his country FmHA pers(mneL 
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He complained of the long periods of time farmers had to wait 
before heeiring from FrnPlA. about their loan applicatione. The 
farmer pointed out that forcing a farmer to wait until mid-April to 
Bee if lus operating loan would be approved was too late in the 
year. He was told that one of the bigg^ time constraints was the 
fact that at least 2 days each week were spent on housing loans. 

We must not let this continue. The answer to aiding more farm- 
ers is not simply more money — it is better and faster servicing by 
FroHA personnel. 

Farm Bureau cannot support the Emei^ncy Agricultural Credit 
Act of 1983, mainly because of provisions regarding a moratorium 
on foreclosures and mandatory deferral of payments on principal 
and interest. As the subcommittee knows, the Secretary of Agriclu- 
ture already has discretionary authority to forego foreclosure and 
defer payments. Even though 1982 was the third straight year of 
low farm income, the FmHA was able to stay with over 97 percent 
of its farm borrowers. According to FmHA figures, 3,600 borrowers 
had their principal and/or interest payments deferred, 12,000 bor- 
rowers had their loans rescheduled or reamortized, and nearly 
30,000 loans were subordinate to allow the farmers to obtain loans 
from private lenders. In addition, one-quarter of the FmHA borrow- 
ers were being carried delinquent at the end of the year. 

On the other side of the coin, foreclosure was undertaken in 844 
cases during fiscal year 1982 — less than three-tenths of 1 percent of 
the borrowers. Another 6,000 liquidated their loans and 1,245 chose 
bankruptcy. In all, about 8,000, or 3 percent, of the FmHA borrow- 
ers stopped fanning. 

Farm Bureau also opposes the deferral of payments provision be- 
cause there are many FmHA borrowers who can make their pay- 
ments on time, but with a mandatory deferral provision, probably 
would choose to wait until September 1984, and use the money 
elsewhere until that time. Therefore, mandatory deferral would be 
a very costly item. The Department of Agriculture estimates that 
deferrab would cost the Government about $13 million for every 
$100 million deferred. With 270,000 FmHA borrowers with out- 
stfinding loans of approximately $22 billion, you can see how costly 
the mandated deferral might be. In addition, it would be unfair to 
borrowers who use sources of credit other than FmHA. 

Another concern about this bill is the increase in expenditures 
by FmHA. In such a difficult economic time for farmers, it would 
be easy to simply allocate more money or more easy money to try 
to solve the problem. The bill asks for an additional $200 million in 
direct operating Ioeui funds find $600 million in direct loans in the 
economic emergency loan program. Farm Bureau cannot support 
increased funds of this kind — which will add to the ever-risii^ Fed- 
eral spending. We would encourage instead that funding be trans- 
ferred from nonfarm programs such as the business and industry 
and housing program to the operating loan program or the econom- 
ic emergency program. 

In Eiddition, the bill requires that the interest rate in resched- 
uled, reamortized, or consolidated loans be set at the interest rate 
on the original loan or at the current interest rate, whichever is 
lower. Again, Farm Bureau cannot support this concept because of 
the cost mvolved and the unfairness to those producers who rely on 
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the free market for the money they borrow, especially if the provi- 
sion whereby the period of time over which the FmHA may resche- 
dule or reamortize operating loans is increased from 7 to 15 years 
becomes law. We instead would support legislation making the in- 
tereet rates variable to reflect the market conditions over the term 
of the loan. 

Farm Bureau beUeves that cheap credit is not the solution to the 
problems that now confront agriculture. Cheap credit in the past 
has lead to an expansion of productive capacity above the level 
which market forces will now support. The Farmers Home Admin- 
istration should do the maximum to lessen the difficulties associat- 
ed with this adjustment period, but should not attempt to stop the 
economic adjustment process that must occur if American agricul- 
ture is to return to long-term health and prosperity. 

Farm Bureau appreciates the opportunity to testify on this bill, 
and I would be happy to answer any questions. 

Mr. Bedell. Thank you, Ms. Thatcher. We will hold questions 
until all of the panel has heid an opportunity. 

Ms. Waller, would you care to be next? 

I ^ould say to all of you, any summarizing you wish to do would 
be most welcome by the committee. If you summarize, your pre- 
pared statement will be placed in the record. 

STATEMENT OF KATHRYN J. WALLER, EXECUTIVE DIRECTOR, 

RURAL ADVANCEMENT FUND/NATIONAL SHARECROPPERS 

FUND, ACCOMPANIED BY CATHY LERZA 

Ms. Waller. I would like to try to simimarize this. 

Before I begin, I would like to say with me is Cathy Lerza, 
former legislator of the National Family Farm Coalition and now 
works with the Rural Coalition. Since I serve on the board of the 
Rural Coalition and am currently president of that, I have asked 
Cathy to come along and fuiswer any questions. 

I am Kathryn Waller. I tun the executive director of the Rural 
Advancement Fund and the National Share Cropers Fund. We are 
bfised in Charlotte, N.C. We have problems which focus now on the 
promotion and the survival of the family farm. Particularly we are 
interested in low-income farmers, small farmers, small family 
farmers and minority farmers. We have steiff working in several 
different Southern States and we operate a hot line where farmers 
can call in and ask for assistance if they are having credit prob- 
lems. 

I appreciate the opportunity to be here and in particular to be 
able to support this bill. We are very grateful to Mr. Jones and 
Congressman Coleman for introducing Uiis bill. We are extremely 
supportive of most of it. 

I would like to address most of my comments this afternoon to 
the limited resource loan program and to the loan deferral parts of 
the bUl. 

The limited resource loan program is particulary important to 
the kinds of farmers that we work with in the rural south. Since 
1978, it has provided much needed credit to qualified low equity 
and banning farmers who would otherwise be shut out of agricul- 
ture. We support the bill's requirement that all Fanners Home bor- 
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rowere be notified of the existence of the limit at the resource pro- 
gnun as well as procedures for qualifying as limited resource appli- 
cants. 

One of the problems that we find most often is that ffirmers 
simply don't know what the limited resource program is all about. 
They don't know of its existence or if they do, they don't know how 
to apply for it. I was interested this morning when you were rais- 
ing questions with Farmers Home about how they notified people 
about the limited resource program and how much they resdly 
pushed that program. Our experience is that farmers really have to 
search to find that program. 

In addition, I believe the chairman aaked questions about a pro- 
vision that requires that ffirmers put up not only the property that 
they are trying to buy if they are qualifying for a limited resource 
loan, but also the property they already own. This particular provi- 
sion, it is our understanding, is at the discretion of the local county 
supervisor, and is one of the main reasons why black farmers in 
the South will not take advantage of the limited resource loEin pro- 
gram. They have found to their detriment that they can lose every- 
thing they own that way. 

In 1981, blacks received only 2^ percent of the total dollar 
amount loaned to Farmers Home credit programs. Again, this 
morning you were questioning about the Civil Rights Commission 
report. I was very interested that that was raised and, of course, 
that is something that we are terribly concerned about in the 
South. I have seen the reply that the Farmers Home Administra- 
tion around the Department of Agriculture sent to the Commis- 
sion's report and I tmd it was lackmg. I hope and trust you will be 
asking for more response on this issue. 

One of these things that the Commission pointed out was that 
there seemed to be discrimination amongst Farmers Home pro- 
grams. I notice this moring that the officials here did not seem to 
think that vraa the problem. My experience in the South is that 
that is a problem. I know that the records show there have been 
many investigations into discrimination charges and that these 
charges usually are not found to be true. I would suggest that there 
is some kind of problem about an agency investigating itself. I have 
lived in the South all my life. I don't understand why it is so hard 
to prove discrimination or racism. When you have lived around it 
all your life, you know it. And I think many people in this room 
will know it when they see it. When a Farmers Home supervisor 
calls a grown black farmer "Boy," that is discrimination. When a 
Farmers Home supervisor tells a blfick farmer he can only have a 
loan if he can get a tobacco allotment at 45 cents a pound and he is 
unable to do so, and then the Farmers Home supervisor gives a 
white farmer down the road a loan at 55 cents a pound, that is dis- 
crimination. When a Farmers Home ofHcial tells a black farmer 
who is delinquent on a $6,000 loan, he is going to foreclosure on it 
and yet he allows a white farmer who has a $50,000 delinquent 
loan to get another loan, that is discrimination. 

I'm not trying to suggest that the Farmers Home nationally has 
a policy of discrimination. I am suggesting that there are supervi- 
sors on the county level who need to be examined and whose own 
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record of racism and discrimination is fairly clear. I would suggcvt 
that this committee would be able to get to the bottom of that. 

I would like to see a more specific eligibility definition put forth 
in the limited resource borrower language so that we could get 
more limited resouce borrowers qualified there. 

I would hope that you would look into the question of why bo 
much of the limited resource loan money was not spent last year. I 
am not going to detail that as I did in my testimony, since others 
have already done that, and I am sure you are aware of it. 

The other point I would like to stress here is the question of loan 
deferrals. There does seem to be a great deal of confusion among 
farmers as to what that process is, what they are eligible for, and 
how they find out about it. I would urge you to make that a strong 
part of the bill. We certainly support the fact that you are requir- 
ing notification of edl feinn borrowers and the right to appeal a de- 
cision that denies relief. 

As far as the farm operating loans go, while we support the idea 
that all farmers need more money at this State, we do question 
whether you need to raise the limit from $100,000 to $200,000. In 
our opinion that is likely to lead to fewer farmers getting more 
money. And I question whether that is the best use of money at 
this point. 

Finally, on the economic emet^ency loan program, we like the 
fact that you want to reactivate (£at. But in the past, we realize it 
has not included a family sized requirement, and that we would 
ui^ that you would put a ceilii^ on the total amount of EE funds 
that could be loaned by an individual borrower. In that way, we 
think that Farmers Home would continue to serve the family sized 
farm rather than the super-large farms. 

Thank you for your consideration and for allowing me to be here 
today. 

[The prepared statement of Ms. Waller appears at the conclusion 
of the hearing.] 

Mr. Bbdell. Thank you very much. 

Our next witness is Mr. Jack Kuiken, chairman, Agriculture- 
Rural America Committee and president. First National Bank, 
DeKalb, Illinois. 

STATEMENT OF JACK R KUIKEN, CHAIRMAN, AGRICULTURE- 
RURAL AMERICA COMMITTEE, INDEPENDENT BANKERS ASSO- 
CIATION AND PRESIDENT, FIRST NATIONAL BANK, DeKALB, 
ILL. 

Mr. KuiKSN. Thank you, Mr. Chairman. Since my comments are 
already very, very brief and very directly associated with HJL 
1190, 1 want to stick to my remarks. 

Mr. Chairman, members of the subcommittee, I am J. R. Kuikm, 
president of the First National Bank in DeKalb, HI., and chairman 
of the Agriculture-Rural America Committee of the Independent 
Bankers Association of America. 

We commend this subcommittee for providing leadership in the 
Congress on agricultural credit problems, and it is a pleasure for 
me to appear before the subcommittee today on H.R. 1190. 
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The IBAA urges you to increEiBe the limitatioii on the aize of 
FmHA's direct loans for farm operating purposes from $100,000 to 
$200,000 as provided in H.R. 1190. The FmHA operating debt re- 
quirements of a substantial and growing percentage of fitmily farm- 
ers now exceeds $100,000, and a high priority should be placed on 
raising this ceiling. 

We also support giving FmHA more flexibility in the consolida- 
tion and rescheduling of operating loans as provided in H.R. 1190, 
by increasing the maximum repayment period and providing that 
the lower of the original interest rate or the current interest rate 
shall be applied by fmHA. 

We support the provision of H.R. 1190 which would assure the 
allocation of 20 percent of FmHA's farm operating and ownership 
loan funds for lunited resource farmers. Serving these farmers is 
the primary responsibility of the agency. 

With r^m] to funds for direct FmHA farm production lending, 
we recommend that the amounts already available for 1983 should 
be supplemented to the fuU extent needed to give FmHA the capac- 
ity to meet the credit requirements of farmers who are eligible to 
borrow from FmHA. This should include both existing FmHA bor- 
rowers and new borrowers who qualify. In light of the currently de- 
pressed economic situation, we recommend that additioneil lending 
authority should be provided through the economic emei^ency pro- 
gram, which provide somewhat greater flexibillity than the regular 
operating loan program. Congress does not have time to approve 
more lo£ui funds for 1983 after the need is clearly documented, and, 
therefore, additional funds needed this yeeu" must be approved now. 

We support the approval in H.R. 1190 of the reqiurement that 
the economic emei^gency loan program be implemented with regard 
to direct loans, at or near the $600-million level for direct loans. If 
this is done, we see no reason to add to the regular operating loan 
program the $200 million which is provided elsewhere in the bill. 
However, we recommend that the Congress stipulate a minimum 
amount of the $600 million of economic emergency funds— perhaps 
$200 million as provided in H.R. 1190 — for new FmHA borrowers. 

We see no reason to authorize more FmHA guaranteed lendii^ 
authority under the economic emergency pn^emi at this time, 
since $600 million of unused authority has already been enacted in 
the fiscal 1983 Agricultural Appropriations Act. In administering 
guaranteed loans, it may be useful for the FmHA to experiment 
with placing origination authority in State rather than aubstate of- 
fices as contemplated in the bill, in order to make the most effi- 
cient use of personnel and to expedite loan processii^. 

The bill also includes a provision mandating the deferral of re- 
payment by individual borrowers on various cat^pries of FmHA 
farm loems if certain criteria are met by the borrower. We do not 
support that provision. We believe that providing ample loan 
funds, stijpulatmg speciiic cat^ories to be served such eis limited- 
resource farmer and new qualifying FmHA borrowers, and encour- 
aging the agency to fulfill its role as "lender of last resort" should 
be adequate guidance to the agency. 

FinaUy, I want to alert you to a pending regulatory issue which 
could have a very damaging effect on agriculture. The bank regula- 
tory agencies have proposed a new requirement, which would go 
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into effect June 30, 1983, making beinks* past due and nonperform- 
ing loan infonnation publicly available. 

The public disclosure of delinquent loans is certain to tighten the 
lending practices of banks to avoid the appearance of having too 
many bad" loans, and it would also hamper normal workout pro- 
cedures on existing delinquent loans. Althoi^h the proposal was 
not initiated by the r^ulators with agricultural banks particularly 
in mind, it would especially affect farm borrowers and agricultural 
bfmks because of the extended debt position of many farmers at the 
present time. 

Thank you for your attention, and I would be pleased to answer 
any questions, 

Mr. Bedell. Thank you very much. 

Mr. Stenholm, do you want to introduce Mr. Lloyd Cline? 

Mr. Stenholh. Thank you, Mr. Chairman. 

I do want to take this opportunity to welcome Mr. Lloyd Cline. I 
had the privil^e of representing him up until January of this 
year, but with the courts' redistricting in Texas, Dawson County is 
now in the 19th Congressioneil District. I would take this opportuni- 
ty to welcome you to the committee, Mr. Cline. 

STATEMENT OF LLOYD CLINE. VICE PRESIDENT, NATIONAL 
COTTON COUNCIL 

Mr. Cline. Thank you, sir. 

Mr. Chairman, my name is Lloyd Cline. I am a cotton producer 
from Lamesa, Tex., and currently serve as vice president of the Na- 
tionetl Cotton Council in whose behalf I appear. 

The National Cotton Council is the central organization of the 
U.S. raw cotton industry, representing cotton producers, ginners, 
warehousemen, merchants, cooperatives, cottonseed processors, and 
textile manufacturers from California to the Carolines. 

We appreciate very much the opportunity to sheu'e with you the 
cotton industry's concerns regarding the credit situation facing ag> 
riculture today. For many in sigriculture, including cotton, the situ- 
ation is critical. Larger than expected crops, combined with weak 
dememd in the midst of a global recession, have resulted in mount- 
ing surpluses Emd continued low commodity prices. 

Our own industry has been especially hard hit by the effects of 
the recession. Last year, for example, U.S. mill consumption of 
cotton fell to a post World War II low of just 5.3 million bales, and 
is expected to improve only marginally tiiis year. Exports are also 
down considerably this year, reflecting the twin effects of the recee- 
sion and the relative strength of the dollar which has made it diffi- 
cult for cotton to compete in world markets. 

At the same time, due to record yields across the belt, cotton pro- 
duction in 1982 was much greater than anticipated. The net rmult 
is that carryover stocks are expected to rise to 8.4 million bales or 
more at the end of this season — the highest level since 1967, and 
three times higher than just 2 years ago. 

Faced with low commodity prices and continued high production 
costs, many cotton producers today are under severe economic 
stress. Because of their reduced cash flow, the question of adequate 
financing has become a serious concern. This concern, however, is 
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not limited to producers. Other eegmenis of the cotton industry are 
also very much interested in the availability of credit. 

In order to identify these needs and to develop specific recom- 
mendations, the National Cotton Council recently established a 
special task force on credit. The 11-member task force includes rep- 
resentatives from a brofid cross-section of the cotton industry. 

The task force met last week in conjunction with the National 
Cotton Council's annual meeting in Phoenix, Ariz. It adopted the 
following recommendation: 

Strongl; support efforts to strengthen the farm credit system, the Farmers Home 
Adminiatration, the Small Buaineea Administration, and other lenders to agricul- 
ture and agribusinees to insure that the credit needs of the cotton industry are ade- 
quately met at lowest possible intereet ratce and the industry's vital infraatructure 
is maintained while supply is being adjusted through the Federal payment^in-kind 
program. 

As chairman of the Special Task Force on Credit, I am pleased to 
say that this recommendation was also unanimously adopted by 
the Council's board of directors and its delegate body, representing 
all seven segments of the industry. 

Mr. Chairman, the credit policy of the National Cotton Council 
reflects two very basic concerns. First is the need to provide ade- 
quate credit at reasonetble terms ftnd conditions for the production 
of food and fiber, zuid to help alleviate the financial stress many 
producers are now experiend^. 

Second, any restructuring of credit policies and programs should 
include recognition of the critical importance of maintaining the 
industry's vital MocesBing and handlmg s^ments while the pay- 
roent>-in-kind, or PIK, program is in effect. 

We, of course, are strongly supportive of the PIK program as an- 
nounced by the administration. At the same time, however, we rec- 
ognize that there may be some related industry segments, includ- 
ing cotton gins, warehouses, and cottonseed crushers, who will be 
adversely affected. 

Clearly, there is an overwhelming need to bring cotton supplies 
into better beilance with demand. During this difficult period of ad- 
justment, however, every effort must be made to avoid major dis- 
ruptions. We believe it may be necessary, therefore, to provide loan 
guarantees or other assistance to help these industry s^ments 
with their interim financing. In doing so, this will insure that they 
will be in pleice and able to process and handle anticipated in- 
creased production once the farm economy fully recovers. 

The administration, we believe, is m^ing every effort to meet 
the credit need of agriculture. We have been encouraged by those 
efforts and the Secretary's fictions in directing the Farmers Home 
Administration to work closely with local banks, production credit 
associations, and for the private lenders to assist producers. 

If the Farmers Home Administration is to be able to continue to 
meet the needs of agriculture, however, additional flexiblity in its 
various loan progriuns may be necessary. In this r^ard, we re- 
spectfully recommend the following: 

First, the existing $100,000 limit on FmHA operating loans and 
Qte $200,000 limit on guaranteed loans should be increased to re- 
flect the size of today's farming operations and sharply higher pro- 
duction costs. 
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Second, eligibility for supplemental operating loans under the 
emergency disaster loan program should be extended for 2 addi- 
tional years for borrowers who ex|)erlenced a natural disaster after 
December 15, 1979. Under eidstrng law, such borrowers are no 
longer eligible for those loems, while borrowers prior to December 
15, 1979, continue to be eligible for 2 more years through fiscal 
year 1984. Providing fair and equal treatment of both seta of hot- 
rowers will not only remove this inecjuity, but greatly assist those 
producers who have eufferod recent disasters such as the one expe- 
rienced last year on the High Plains. 

Third, the period of time over which FmHA may reschedule or 
reamortize existing loans should be extended from the current 7 
years to possibly 15 years or longer. Not only will this increase 
PmHA's flexibillity, it will better enable borrowers to repay exists 
ing loans as well as obtain additional financing. 

Finally, through the business and industry [B&I] loan provisions 
of the Consolidated Farm and Rural Development Act, or other ap- 
propriate authority, additional provisions should be included to 
assist related agribusinesses, such as cotton gins, warehouses, and 
cottonseed crushers, with their interim financing needs during im- 
plementation of the payment^in-kind program in order to Tnaintjtin 
the industry's vital infrastructure. 

Mr. Chairman, many of these provisions which we have recom- 
mended are included in l^islation recently introduced by you and 
Mr. Coleman, the ranking minority member of this Bubcommittee, 
entitled the "Emergency ^ricultural Credit Act of 1983." 

We, of course, would like to take this opportunity to endorse 
those provisions as included in the Jones-Coleman bill, and to com- 
mend you for your continued strong leadership on behalf of agricul- 
ture. 

Further, we would urge that this subcommittee and the Congress 
move forward as rapidly as possible with the development of legis- 
lation that CEm be signed mto law to insure that agriculture's 
credit needs in 1983 will be met. This means l^islation must reach 
the President's desk within the next 30 to 45 days. Otherwise, it 
may be too late for many producers to arrange nnancing for the 
1983 crop. 

Again, Mr. Chairman, we appreciate your leadership in this 
regajcd, and we look forward to continuing to work with jrou and 
your fine staff. 

Mr. Bkdkll. Thank you very much, Mr. dine. 

Mr. Coleman? 

Mr. Coleman. Thank you, Mr. Chairman. 

Ms. Thatcher, I hope that the orgemization, the voice of agricul- 
ture, is not laboring under the assumption that this is a mandatory 
deferment bill? Yet, I see it twice in your testimony. I hope you 
will reexamine the bill and go back to ttie office and point out that 
it is not mandatory and that there are some criteria in it that must 
be met by the borrower before the deferral provison goes into 
effect. 

So perhaps the Farm Bureau might want to reexamine its posi- 
tion in light of a more careful reading of the bill. 

I don't support a mandatory, total blanket deferral. I would not 
introduce a bill to do that, ana I have not. So I respect your organi- 
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zation, and I would hope that it would at least come back with a 
fair analysis of what the bUl does. 

Any comment? 

Ms. Thatcher. I heard your discussion with Mr. Naylor this 
morning and I understand that I guess no matter whether you call 
it mandated or not, we are concerned that the way it is now 
worded there would be farmers who would come in and really did 
not need the deferral and would take advantage of that provision. 

Mr. Coleman. Well, again, I think we could adopt some more cri- 
teria if these three do not meet favorable consideration by this 
committee and in the spirit of compromise try to establish some 
better language. 

You are always going to have somebody who is going to try to 
take advantage of whatever system is set up. I do think there are 
some objective criteria here and a basis for a record that can be 
reflected and I would hope that we would not discuss this bill as a 
mandatory deferral. Let's discuss it on its merits and criticize it on 
its faults, but let us not read something that isn't true. 

Because your oi^anization is a respected one and a big one, I 
hope if they oppose this l^islation they will do so on better 
grounds than your statement would indicate. 

If I understand correctly, I would like to address the gentleman 
who is a private banker. 

Mr. KuiKEN. Yes. 

Mr. Coleman. Would you t«U the subcommittee why banks re- 
schedule loans? 

Mr. KuiKEN. Why I or my bank would reschedule a loan? 

Mr. Coleman. Right. 

Mr. Kuieen. Obviously if the borrower is havii^ a problem meet- 
ing the committment, then obviously you must reschedule it. 

Mr. Coleman. In other words, to get back something you prob- 
ably would reschedule, if possible, to continue the operation in 
order to get some sort of beneiit b^^ on what is due your bank; is 
that correct? 

Mr. KuiKBN. Certainly. However, I think part of that probably 
goes in part to this deferral and I feel very strongly and in my 
written statement, which I read because it follows what we had de- 
cided, I must agree that it isn't mandated and I apologize if we are 
in any way offensive because we applaud most sections of this par- 
ticular bill. 

It still seems to us that when you bring out very apeciiically you 
have to consider a particular item it becomes a mandate by various 
bodies looking at it. 

But I have a real problem with rescheduling loans personally if 
there really is very Uttle opportunity for that particular borrower 
to overcome it our bank and every bank in my area of Illinois, if 
you can even pay the interest, foiget the principal, we will resche- 
dule everythii^. 

But if you cannot there does come a time when I can't resche- 
dule any further. 

Mr. Coleman. Well, that is why we have the third criteria which 
is that the borrower has a reasonable chance of repaying the loan 
vrtach is exactly what you are telling me. 
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What you are telling me is that it ia all right to reschedule your 
private beuik loans for the bank to get back some money. You don't 
want to throw good money after Imd but if t^re ia a chance that 
one borrower, be he a home buyer or a small busineesman or a 
farmer, might pay off his loan, then you would reschedule those 
loans. 

All I am suggesting is that I find it a little bit inconsistent in 
your paragrapn on page 3 that after having told us that as a pn- 
vate banker you don't think that people who borrow from the Fed- 
eral Government shouldn't be treated the same. 

Mr. KuiKEN. Oh, I think they should be, Mr. Coleman. I guess 
what I am very fearful of is that if we do this with FmHA it will 
soon just come out that we are going to put it out as the law of the 
land eind whether it be commercial or all the others, and I think 
that they have the capacity to do exactly what you wish now. 

I don't think we have to speU it out for everybody in the law. I 
would rather have less law and less direction whenever possible 
than to have too much. 

Mr. Coleman. It doesn't consider the private banking industry 
and I think that is kind of a red herring but I appreciate your com- 
ments on the rest of the bill. I appreciate your acknowledging that 
it is not a blanket moratorium. 

Thank you. 

Mr. Bedell. Thank you, Mr. Coleman. Mr. Durbin? 

Mr. Durbin. Thankyou, Mr. Chairman. 

Ms. Thatcher, Mr. doleman already made this point. I wanted to 
ask you what section of the bill you were reading from on manda- 
tory referral because I can't find any reference in there, but I 
think that point has been made durii^f the course of testimony. 

I was wondering if the Farm Bureau believes the rate of delin- 
quency now in the Farmers Home Administration is a source of 
concern for the agricultural sector of our economy? 

Ms. Thatcher. I think there is a concern because you can see 
that there is an increase in the number of people that have had to 
voluntarily liquidate or that have been foreclosed on but I think 
you see that the foreclosure rate is still under three-tenths of 1 per- 
cent. It is not something that is going to be the end of the world. 

Mr. Durbin. If Mr. Shuman and Mr. Naylor's figures are accu- 
rate and I am sure that the^ are, there has been perhaps a 50-per- 
cent increase in delinquencies under the Farmers Home Adminis- 
tration loans in the last 10 yeEirs. That is a rather dramatic in> 
crease; is it not? 

Ms. Thatcher. Yes, it is. 

Mr. Durbin. So even though we are talking about a rather small 
portion of loans that are being foreclosed upon and a rather laiger 
pEirt for voluntary liquidation, we are still talking about an in- 
creased potential of failures for family farmers in particular and I 
guess my question is even though the foreclosure rate sounds low, 
is there some concern within your organization about the delin- 
quency rate? 

Ms. Thatcher. There is concern but I think you need to look at 
the other side of the coin, too, because as Mr. Naylor pointed but 
this morning that high delinquency rate is in part because they 
don't want to foreclose on peojue and they are carrying them delin- 
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quent rather than foreclosing. So I don't think you can look at the 
whole 25-percent delinquency rate as a n^ative aspect. 

Mr. Dubbin. Let me ask you this. You have indicated in your tes- 
timony that any deferral such as su^ested by this bill would be 
extraordinarily costly to the Farmers Home Administration. Do 
you have any kind of Hgures to back up that statement concerning 
the expense that might be incurred by the Farmers Home Adminis- 
tration by deferral? 

Ms. Thatcher. Pertaining to the farmer being deferred, for ex- 
ample? No, it is back to the same concern I voiced to Mr. Coleman 
that you would have a lot of farmers, in my opinion, if you said 
any farmer that met these criteria could come in and not pay until 
September 1984, you would have a lot of people say I will use the 
money elsewhere before then and more than just the number of 
people who really need to be deferring their loan and so it would 
be costly because of the excess number. 

Mr. DuRBiN. But if I understand, Ms. Thatcher, the language of 
this legislation and although I Eun a cosponsor I did not draft it 
personally, this merely gives the borrower the option to come in 
and prove that he should be qualified for some type of deferral 
rather than any type of mandatory mechanism whereby a farmer 
would Eissume, by perhaps sending a letter to the Farmers Home 
Administration, that his loan would be deferred until September 
1984. There Is a specific process spelled out in here that the farmer 
and the borrower in this circumstance has to follow. 

Are you aware of that? 

Ms. Thatcher. Yes, and we would be happy to work with the 
committee to see if some language could be worked out. Right now 
I feel there could be a lot of people who could come in and prove 
that they meet those three criteria and aJao would have the money 
to pay right then and, therefore, I don't feel that they should be 
deferred. 

Mr. Bedell. Would the gentleman yield? 

How could you possibly prove that you can do it if indeed you 
couldn't? You just said that you could prove that you were unable 
to pay when you were able to pay. 

How could that possibly be? 

We are putting the burden of proof upon the borrower. Under 
what circumstances could somebody prove a falsehood? 

Ms. Thatcher. Because when they come in right now I think it 
is just one sentence but 1 don't have the bill in front of me saying 
prove it you are able to pay. It is rather a veigue sentence right 
now. 

Mr. Bedell. But the judge is the FmHA. They have to prove to 
the satisfaction of the FmHA that that is the situation. 

Ms. Thatcher. I guess because we just don't agree with it right 
now because it is too vague of a statement. 

Mr. Bedell. Let me read you what the statement says. I am 
sorry, Mr. Durbin. I will give you extra time. It says: 

On a showing by the borrower that the borrower is temporarily unable to contin- 
ue making payments on such principal and interest he has to prove to the FmHA, 
show the FmHA that that is the case. 
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It seema to me there is a misunderBtanding in the bill here for 
you to make such a statement. I think that is very, very impoi^ 
tant since you represent such a large ptirt of our agricultural com* 
munity. 

Ms. Thatcher. We will be glad to look at those provisions again. 

Mr. Bedell. Ebccuse me. I am sorry I took your time. 

Mr. DuRBiN. That is all right, Mr. Chairman. 

I think the point was well taken. 

I am concerned, I guess, and maybe this is reflective of the phi- 
losophy of your orgeuiization but I am concerned about your conclu- 
sions that you state that cheap credit is not the solution to tiie 
problems that confront agriculture and go on to say that the Farm- 
ers Home Administration should do the maximum to lessen the dif- 
ficulties associated with this a4ju8tment period, "but should not at- 
tempt to stop the economic adjustment process. ' 

Now, I don't want to read too much into that but are you sug- 
gesting that the loss of family farms and, of course, now that is the 
stated intent of this bill is to avoid that loss that this is part of an 
inevitable economic adjustment process and that we in Congress 
should not be taking specific steps to try to save some producers 
who are about to lose their farm due to economic circumstances? 

Ms. Thatcher. No, I didn't mean to have it interpreted that way 
but I don't think that it would be the intent of the committee 
either that all farmers should be saved because there fire people 
out there who have not paid on their loans for 3, 4, or 5 years and 
in those cases I don't think that we are really aiding them by going 
on and giving them a year of credit. 

Mr, DuRBiN. Wouldn't they have a very difficult time to prove 
that they had followed good management practices if they hadn't 
paid on their loan for 3 to 5 years? 

Ms. Thatcher. I would thmk so. 

Mr. DuRBiN. I would think so too. 

I just wonder does your organization believe that there are farm- 
ers who are really good producers but are caught up in the price 
situation and credit situation totally beyond their control ana are 
about to lose farms, as in my area in central Illinois, that have 
been in their families for generations? 

Ms. Thatcher. Yes, and I think especially in the Midwest. I 
know we hear from a lot of our producers out there, which going 
back to your question earlier, there are a lot of people in the 30- to 
40-year-old range that when they started farming tjiere was a lot of 
easy credit out there and people encouraged them to go to the 
Farmers Home Administration and take as much money as they 
needed, and many of them eire the ones who are in the most trou- 
ble who got too much credit 10 years ago. 

Mr. Durbin. If I could Eisk one more question, Mr. Chairman. 

Mr. Bedell. Surely. 

Mr. DuRBiN. I take it that your first plea in the initial part of 
your statement is consistent with the language of the bill wherein 
you say that the Farmers Home Administration does not have 
enough staff to do the job that you think ia most important and 
that is taking care of farm loans. 

We have a provision in this bill related to the guarantee farm 
loan which will ask the Secretary and insure that each unit has 
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specific staff to carry out the responsibilities promptly, efficiently, 
and effectively. 

You would concur with that directive that the administration 
should appropriate the funds necessary to have sufficient staff to 
take care of the Farmers Home Administration? 

Ms. Thatcher. I would concur that, yes, they definitely need 
more staff. I am not sure I know whether the Farm Bureau would 
say yes, having one person set aside would be the answer. 

I know one of our concerns is that we need more staff at the 
county level, not just the State level. 

Mr. DuRBiN. Would your organization support more appropri- 
ation for that purpose? 

Ms. Thatcher. For more staff? 

Mr. DuRBiN. Yes. 

Ms. Thatchee. Yes, sir; I believe they would. 

Mr. Dubbin. Tlumk you very much. 

Mr. Bedell. Thamk you, Mr. Durbin. 

Mr. Stenholm? 

Mr. Stenholm. I want to ask each of you if you are familiar with 
the question I asked the gentleman from the Farmers Union con- 
cerning the definition of reasonable chance of recovery. 

It seems to me that much of our testimony today and much of 
the problem which has brought us to the need of this emergency 
legislation hinges fu'ound denning what is a reasonable chance of 
recovery and what Government's role is in providing that reason- 
able chance. 

Ms. Waller, what is your definition of reasonable chance of recov- 
ery that I as a custodian of our taxpayers fund should utilize just 
as the two gentlemen who are bankers here use in their business 
and I want to ask them the aame question. 

Ms. Waller. Well, I think the banker next to me talked about as 
a banker how he would prefer to extend a loan in order to get 
something bfick on it rather than foreclosing emd losing everything. 

As far as how you can define that phrase, I agree with you. It is 
very difficult to define but I do think that by granting some of 
th^ farmers at least some time for recovery, the Government 
stands a good chance of getting that money back. 

I also think that the Government needs to look at the other side 
of the coin which is that right now, of course, we have very high 
tmemployment and we hear about it a lot in the cities but in rural 
areas it is just absolutely unbelievable what is happening out 
there. 

So if the government is going to foreclose on a farmer for, say, a 
$6,000 or £10,000 delinquency and then he puts a farmer and that 
entire famOy onto the welfare rolls because there is nothing else 
for him, what kind of good banker's decision is that? Even if you 
leave out the human element just from the ai^^ument of economics, 
what kind of good decision is tiiat? 

Mr. KuiKEN. Reasonable, I am sure, is a difficult word to define. 
In my personal opinion and I am speaking for my bank, reasonable 
would be that we would do almost anything that we can rather 
than to foreclose on a customer if we could at least see that provid- 
ing him operatii^ funds for 1983, since we are aH talking about 
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1983, and the request always is I just need 1 more year and I know 
I will be in good shape if I get I more year. 

I would be more than happy to do almost anything and I would 
consider it reasonable if they could go through that year and I 
could pencil out by current prices for both expenses and income 
that we could get nnished that year and not substantially further 
deteriorate that person's position. 

I would consider that reasonable. 

Mr. Stenholm. Can you project that for your customers todajr? 

Mr. KuiKSN. Yes, sir. We do the best we can. 

Mr. Stbnholm. Under current expected conditions for 1983, agri- 
culturally you are able to do that on your customers? 

Mr. KuiKSN. You meem each and every one of my customers, do I 
think I can get them through this year, the answer Is no, sir, but 
we do project for each and every customer by using cash flow. 

I would suspect that in my own bank personally 1 have some- 
where between — I don't have my figures with me and I wouldn't be 
antagonistic to providing them to you specifically hut I only have 2 
or 3 out of, say, 100 or 150 that I am positive I Eim not gomg with 
this next year. 

But I have several others that are going to further deteriorate 
their position but perhaps not enoi^h that it is a worthy invest- 
ment for both them ana for the bank. Believe it or not, I think 
bankers as well as the FmHA are sometimes more criticized than 
is warranted. 

I am rarely concerned about, believe it or not, with getting my 
ultimate money back. The farmers that I am truly concerned Eibout 
are those who todav can walk away with something but another 
year with 60, 70 and this is my area of northern Dlinois, it is a ter- 
rific farming Eirea with $60, $70, $80,000 wortji of deterioration the 
last 2 yean, 1 more yeeir that is going downhill fast, 

Those are the ones that I am concerned about, but reasonable 
again would be, to answer as directly as I can your question and I 
appreciate it, if I can do almost anything to fund their operation 
for a succeedii^ year without substantial further reduction from 
today. 

Forget all that has gone before that. We are goii^ to wrap up his 
interest, principal and all the other problems and if we can go one 
more crop year without substantial further deterioration, I would 
consider that reasonable. 

Ms. Thatcher. I don't really have a definition of what would be 
considered reasonable but tlus point is very important. I don't 
know if you are aware but there have been a couple of bills intro- 
duced on the Senate side that a reasonable chance of being able to 
repay in 1 year or 2 years or whatever the deferral period would 
be, is not included in we bill. 

It is not a necessary provision to the people who introduced it 
there and I think if you are going to have a deferral period that 
would be an important clause to have in there. 

Mr. Stenholm. Mr. Cline. 

Mr. Cline. It is hard to describe. I guess it would be what yon 
described as a prudent man's decision. Reasonable would be some 
way that you could project his cash flow to the point that it would 
not further deteriorate the position he now is in. 
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I think if you cannot pencil in the cash flow to where he would 
come out at the end of the year being in as good a position as he is 
today, then it is not reasonable to extend that. 

Again, if you project 1984, 1986 for increased prices which we all 
hope for then you have got to take into consideration if you can 
sustain him in as good a condition or very little decreeise or deterio- 
ration in his financial condition until you get to this point of 1984 
and 1985 and yean beyond when the economic conditions certainly 
will have turned around and gone upwtird and surely that would 
be reasonable to extend or provide him some type of relief until he 
gets to the point where he can have additional income to repay 
loans. 

Mr. Bedell. Thank you, Mr. Stanholm. 

Mr. Gunderson? 

Mr. Gunderson. Thank you, Mr. Chairman. 

Mr. Cline, as long as you are answering perhaps I can ask you 
another question. 

You make no reference in your statement to the deferral provi- 
sions of the bill. Would you care to make any statements pro, con, 
or in between on the deferral wording? 

Mr. Cline. The moratorium? 

Mr. Gunderson. Yes. 

Mr. Cline. Very frankly, our producers in our national council 
meeting the other day were somewhat divided on that position as 
to wlleuier a moratorium on payments or not — I guess that I would 
have to say that because of that position that we £u% divided on it. 

I could give you my personed feeling but that is not what I asked 
you. So I stick with the ijosition of the council. 

Let me say I think this bill and the need for agricultural credit 
for 198S is of such importance and time is of such essence in this 
thing that I would like to see if this becomes a real hsmgup for the 
committee that the moratorium be decided in a separate issue 
rather tlum tying up this bill in to maybe April, May or June or 
further in the year when it will, for many producers, it will be too 
late for 1983 financing. 

Time is of the essence in this thing. 

Mr. Gunderson. Mr. Kuiken, I appreciate the way you have an- 
swered some of these questions and, therefore, I am not sure my 
thoughts or conclusions are related directly to you but reading 
through your statement you say, "However, we recommend that 
the Congress stipulate a minimum part of the $600 million of BE 
flmds, perhaps $200 million be provided for new FmHA borrow- 
ers." 

Then you go on to the next page and say that you don't support 
the deferral section providing speciiic categories, such as limited 
resource farmers and new qualiiying FmHA borrowers, to be 
served. 

I get the impression from all this that the banking industy is 
sasring that it doesn't support deferrsils as long as FmHA is there 
to pick up all of the loans that the banks want to get off their rolls. 

Is that accurate or not? 

Mr. Kuiken. No, that is not the way that I interpret it. 

I think that Mr. Durbin this morning was concerned about losing 
a generation of farmers. I think that we want the language to be 
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rather epecific that we do take care of new boiroweiB and I wasn't 
really interpreting it as I want to get rid of my garba^ if that ia 
what you mean or all of my problems over to you but if we aren't 
quite specific in both the limited resource farmers as well as the 
new ones and maybe they are one and the same at times. 

Mr. Barton, who was a staff member, and I were just talking at 
lunch. Two or three of my very top operators came from FnuiA 
but t^ey were not qualified as commercial bank customers when 
they UrBt started out as younger people and I think that is my un- 
derstanding and I helped develop that and I surely didn't have any- 
thing in mind that I am going to get rid of my problem fanners 
and let the FmHA take them over. Because here, again, I am per- 
sonally very antagonistic to deferral. 

I really feel badly for Mr. Colemfm and Mr. Jones in that I guess 
we all feel here that it kind of smacks, when you put the language 
in the law, it is going to become a mandate. I don t know how you 
avoid that and I know that the gentleman sincerely did not mean 
it to be a mandate that you provide these other opportunities but I 
do not want to foist it onto FmHA people that I specifically know 
can't make it, but I am concerned about the young person and the 
person who hasn't ever before applied to FmHA and those are the 
limifjH resource pe<n)le as well as the new young people. 

Mr. GuNDKESON. I am just veiy concerned that the Farm Credit 
System and the private financial institutions really don't see them- 
selves as an element in this whole process of providing agricultural 
credit as they ought to be. 

At least from one member of this committee I hope you would 
take the message back that we are veiy concerned and I guess I 
would be interested if the independent bankers could provide this 
committee with a direct set of recommendations they have given 
their bankers to deal with agricultural credit problems where the 
private lenders can be of assistance in 1983. 

I think that would be very helpful. 

Mr. KuixEN. May I ask a question? I guess I don't really under- 
stand what you mean there because I have 60 percent of all the 
loans in my bank are directed to farmers. I have over $9 million 
directly with farmers. I have three that I am not going to carry on. 

Maybe I don't understand either the question because I would 
love to have more loans in farming right now. I am only 56 or 57 
percent loaned up. 

In my area the banks as well as the PCA are really out there 
beating the bush. We are all beating each other over the heads 
trving to pick up farm loans. I am not afraid of farm loans except 
when they can't carry on. So maybe I don't understand the ques- 
tion. 

Mr. GuNDEHSON. That is why I prefaced my remarks with the 
statement that I wasn't sure all of this was directed to you person- 
ally. But I can tell you that it is fair to say from the experiences I 
have had with bankers in my area of the country and, I think, in 
the whole trend of the banking industry of this country right now, 
that I see no indication they are going the extra mile to help agri- 
culture. They seem to be expecting Government and everybody else 
to take all uie risks. I get fairly frustrated when the only tune a 
banker wants to be involved is for the secure guy leaving, anybody 



:y Google 



147 

who ifi a high risk to the Government who is supposed to either 
t^e care of them or, at a minimum, provide a guaranteed loan to 
the private lender. Then, at the same time, we have the banking 
industry coming in and asking us to, lower the deficits, lower inter- 
est rates, but don't ask us them collect any of the taxes. 

It gets fairly perplexing on this side of the table. 

Mr. Coleman, Would the gentleman yield? 

Mr. GuNDERSON. I would be happy to. 

Mr. Coleman. You were present this morning so you heard this 
statistic mentioned by Mr. Fredrickson that 33 percent of his loan 
volume in the system was in fact rescheduling of old loans said that 
this was a 50 percent increase over past years. 

Is that symptomatic of the problem and if so, do those statistics 
bother you? Obviously they don't relate to your banking operation. 

What does it mean as a banker? 

Mr. KuiKEN. I think that they are true in my bank too. All I said 
was I had three customers that I could not carry on with. I would 
say 70 percent of the farmers in my area and I eun in a high pro- 
ducing com area where the crops are good, maybe no better than 
where Mr. Durbin is from but I would say 70 percent of our cus- 
tomers have shown a very substantial drop in net equity and there 
are more than 50 percent who are going to have canyovers this 
yefu* who have not had carryovers before so I am rescheduling. 

There is a very substantial increase probably in the area of 50 
percent more in rescheduling but the equities are strong enough 
and the operators are strong enough and good enough that they 
can and should be carried on. 

So I would agree with his statement and I would say it is true in 
my bank and in my whole combelt area. 

Mr. Bedell. Thank you, Mr. Gunderson. 

Mr. Kuiken, you indicated that there is plenty of money availa- 
ble out there in the commerce credit market and yet you recom- 
mended that we do add stn additional $600 ndllion of direct loans 
under the economic emergenpy program. 

Why do you make those two statements? They would seem to be 
in conflict. 

Mr. Kuiken. I guess I feel that it is my understandii^ from the 
information that I receive as chairman of our agriculture commit- 
tee that there are those areas of the country, the South, southeast 
panhandle of Texas, other parts of the greenbelt who have such 
severe problems there that their banks really cannot take up all of 
the slack, and I guess I might even go so far as to suggest that per- 
haps even the FmHA resilly doesn't have money in those areas and 
I want to make sure they have enough money to take CEire of the 
people that they currently have had F^HA loans and are quahiied 
with FmHA loans to cover the area. 

Mr. Bedell. Mr. Cline, is he correct about your area, do you 
know? 

Mr. Cline. Yes; he is basically correct. There is plenly of money 
out there but may I add one other thought and emphasize what he 
said awhile eigo. 

I think the reason you see commercial banks in our area, the 
high plains of Texas, you might say stepping out of agricultural fi- 
nancing and this has been coming over the last 3 years or so, is 
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because the regulatory authorities from the Comptroller'B Office, 
the examiners, are coming in and any time you reschedule any 
loan in our area, and I am sure across the whole United States, 
any time you renew or reschedule any loan it automatically gets on 
the examiner's list as substandard. 

Of course, you b^in to build up a volume of substandard locuu 
and then this is weighed against your capital then if you get sidK 
standard loans equal to your capital you are called into the main 
ofBce and you are given 120 days or maximum of 180 days to clean 
up the bank before they say it is insolvent or before you are re- 
quired to put additional capital in it. 

So traditioneilly agricultural banks are having to back away from 
agricultural credit simply because of the r^ulatory authorities and 
regardless of equity position. 

If the cash flow is not there to service that loan as initially 
scheduled it just automatically becomes substandard. 

Mr. Bedell. So what 1 understand you both to be tellii^ me and 
I assume you would agree with this, Ms. Waller, is because of t^ 
requirements and because FmHA is supposedly a lender of last 
resort that there is an increasing need for more money for that 
purpose. 

Is that what you are telling me? Do you agree with that, Ms. 
Waller? Do you agree, Ms. Thatcher? 

Ms. Thatches. Yes. 

Ms. Waller. Yes. 

Mr. Bedell. If you agree, why would you testify that we 
shouldn't give them any more money? 

Ms. Thatcher. I testified that we don't think that we should in- 
crease the money just from today's levels. If you want to take it 
from the business and industry program or one of the others and 
do some shifting. 

Mr. Bedell. But we don't have that choice. The fact is that these 
other people have testified that they think there is an increasing 
need for the lender of last resort to take care of agricultural needs 
today if I understood them correctly, and yet you who represent a 
fanning organization come in and say we do not recommend that 
we make easy money available. 

I have real trouble with that word, by the way. Interest is 10^ 
percent and my people don't think that is easy money. 

I don't want to comer you but I have to tell you my people would 
be terribly disturbed if I circulated this information out as the tes- 
timony of the Farm Bureau which is the major, as you know, farm 
organization in my territory. 

If I circulated this out to my farmers they would just be aghast 
at this statement and I think they would be aghast that you testi- 
fied that there should not be $600 milUon in funding for the eco- 
nomic emergency loans that we had agreed to, especifdly when we 
have testimony indicating that it is needed out there. 

Ms. Thatcher. 1 think the problem that we have found with the 
economic emergency program — in fact, in the leist year I have not 
had any State come and say we need this economic emergent^ 
funding because there is not enough money in the operatii^ loan 
program. 
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The two problems that were mentioned this morning by Mr. 
Naylor are the only two problems we have had and they have been 
in mostly the Southern States, the cotton producers, where the 
people have come in and I believe the limi t is that you can't have 
more than two full-time employees and there are people who can't 
run a cotton farm with less than three or four because they have 
the problem because they have not qualified as a family side 
farmer under that program. 

In all the instfinces where they have come in and spoken with 
the Farmers Home Administration I know the State of Louisiana 
has been probably the best case I could point out. They came in 
and Mr. Naylor worked with them and they worked with the State 
farmers home director down there and they were able to take some 
farms and split them, say OK, the father takes these two employ- 
ees and the son takes these two employees and they qualified for 
the operating loan money. 

Then the other question of the $100,000 and $200,000 hmits, but 
other than that, in the past year I have not had a single State con- 
tact me and say there is not enough operating loan money in my 
State. We need the EE money. 

Mr. Bedell. You understand that this interest is at cost of 
money to the Government so that it does not increase the long- 
term deficit if those loans are repaid. 

Do you understand that? 

Ms. Thatcher. Yes, sir. 

Mr. Bedell. So that it would not increase the deficit if they are 
paid. 

Mr. Kuiken, in your statement you say, "Encouraging the agenqf 
as a lender of last resort should be adequate guidance to the 



I have to tell you I think if you were sitting on this committee 
you would not have such great confidence that they do what you 
guide them to do. You heanl this morning, I think, where they are 
even disobeying the law according to the Comptroller General and 
they are saying they are not going to rfiey the law and they are 
going to argue with our lawyers about it. 

I think if you sat here you would realize the reason for some of 
this effort. 

I am going to go on record. I am opposed to a complete moratori- 
um on foreclosures. I absolutely agree with that but when we hit 
the problems that we seem to hit out in the Held at least I am one 
of those who thinks sometimes we Eire going to have to mandate 
Bomethii^ in order to get it accomplishecT 

My time is up but, Ms. Waller, you talked about the economic 
emergency loan program. You had some problems with it. 

My question is could we change or correct those problems in this 
legislation if we fund it with additional money, then certainly we 
ought to see that any problems that ate there are corrected. 

Do you have suggestions or could you submit to us suggestions as 
to some changes? 

Ms. Waller. Our mciin suggestion would be that it was targeted 
more to the family size. I realize that this must be very confusing 
for you when you have us sitting side-by-side contradicting each 
other but it is just hard for me to imagine why someone with 
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enough collateral to need all these hundreds of thousands of dollars 
coulchi't get it from the person sitting on my left or his counter- 
part. 

So I would think that the economic emei^enc^ loem program 
should be, again, if it is under Ffumere Home it should be for the 
family size farm and should have some kind of limitation tm it that 
would make it go to the family farmer rather than to the very 
lai^e operation. 

Mr. Bedbu. Are there any other questions? 

Mr. KuiKEN. If I could make a comment on that, I don't think 
that we are frankly in any disagreement. I would consider a very 
modeet operation in my area of 300 acres of land. It cost $300 per 
acre in DeKalb, 111., to put in sm acre of crop or just 300 is 100,000 I 
have used up right now and I consider those fasoily farms so I don't 
think we are r^lly disa^veing a lot. 

Mr. Bedell. One of our previous colleagues has just walked in. 
Bill Wampler. Bill, stand up. It is good to see you Mck there. [Ap- 
plause.] 

I sp^k for myself, I think Bill was one of the great members of 
this committee and I appreciate all the help you have always 
given. 

Mr. St«nholm, did you have something more? 

Mr. Stenholm. I wanted to pursue the last two comments just a 
little bit further. 

Ms. Waller, you were the only one that testified against increas- 
ing the $100,000 limit for reasons you explained. 

My question to you is why do you believe that that would be 
helpful to the family farmer? 

Ms. Walleh. You are talking about the farm operating loans 
now, the increase from $100,000 to $200,000? 

Mr. Stenholm. That is correct. 

Ms. Walleh. I arrived at that with very simple mathematics. It 
just seemed to me that unless you were able to double the whole 
pot that if you doubled the limit then you are necessarily going to 
cut down on the number of borrowers. 

Mr. Stenholm. So your concern is in the number of farmers we 
help? 

Ms. Waller. Yes. I would rather see Farmers Home money help 
a larger number of small family farmers whom 1 assiune are tiie 
ones who go to the lender of last resort and that those who need 
the Icu-ger amounts of money go to other banking institutions to get 
it. 

Mr. Stenholm. In my area, for example, 2,000 acres is a family 
farra, one family, one man, no hired hands, and he is out if we 
can't have a more reasonable interpretation of the limitation. 

Ms. Waller. But if he owns 2,000 acres of land 

Mr. Stenholm. I didn't say he owned it. He is operating it. ife is 
paying on it and has a debt. 

Ms. Waller. Maybe that is different then. Perhaps I am being 
too simpliBtic but my feeling was that a farm of that size would 
also have collatersil that would make them eligible for other bank- 
ing institutions and my major concern in all my testimony around 
Farmers Home is that they keep in the forefront that they are the 
lender of last resort for the smaller family farm. 
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Mr. Stenholm. I think that is well said and I just point this out 
and I hope that you and your organization will take a look at some 
of the re^onal differences that we have and that a family farm in 
South Carolina may be considerably different than west Texas or 
Kansas or somewhere else and that is what really gives this com- 
mittee fits when we try to arrive at the criteria of who is a family 
ffirmer and who is not. 

Ms. Waller. I was so afraid you were going to ask that question 
sometime this afternoon said I was going to have to race for my 
plane at that point. 

Mr. Stenholm. Mr. Chairmem, I would like to add for the record 
for the subcommittee and the ptmel a situation that I became 
aware of just this last Friday in which the Production Credit Asso- 
ciation has been encouraging their members to tighten their belt, 
to recognize we are in tough times- 
It has been 3 years. We have one more ahead of us and possibly 
another one after that and they have encouraged their borrowers 
to tighten their belts. 

One of the things they have encouraged is those farmers who 
have been paying a third rent straight across the board that that is 
excessive. You can't pay that kind of rent and still stay in business 
BO they have encoureiged their borrowers to change the rental 
agreements. 

The follow-up on that, FmHA has not made that recommenda- 
tion and some farmers being financed for PCA's have lost their 
land because in going to their landlord and saying, look, we have 
got to tighten our belt because my banker is asking and demanding 
that I do so, FmHA has not made that recommendation and we 
have got land changing hands because of a difference in interpreta- 
tion of what tightening a belt means. 

I throw that in, Mr. Chairman, at this point because I think the 
difficulty of defining the various rules and regulations under which 
various credit programs, and I go back to the reasonable chance, if 
we don't have some similarities in what we are all talking about, 
whether at the private bank level, the PCA or the FmHA, we can 
indeed make things much worse for a large number of people. 

Mr. Bedell. Thank you, Mr. Stenholm. 

I have discovered this afternoon that Mr. Jones, as chairman of 
this subcommittee, and the gentleman from Iowa sits to his right, I 
completely missed Mr. Tallon here as we went through and I owe 
him my deepest apol(^es. 

Do you have anything you would like to add, Mr. Tallon? 

Mr. Tallon. Thank you, Mr. Chairman. 

I just think there were some mighty good questions asked this 
afternoon. A lot of things on my mind were answered. I might like 
to say, following up on your line of questioning, the Farm Bureau 
as the Nation's IfU'gest general farm organization, I am very con- 
cerned about how the Farm Bureau has misinterpreted what H.R. 
1190, which I am pleased to be a cosponsor of, is trying to do. 

I am from Sou^ Carolina where we have a lot of good farmers. 
Mr. Kuiken and Mr. Cline, we don't have in our commercial banks 
the excess money that evidently you have in your parts of the 
country. 
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I wish you could come into South Carolina and make some £arm 
loans. We are losing a lot of our existing sources of farm credit. 
The money is simply not aveiilable from Fanners Home Adminis- 
tration. These are farmers that fanned for some time that were en- 
couraged by the Government back in the sixties to go out and pro- 
duce. 

We were going to become the breadbasket of the world and now 
there is absolutely no place for them to turn. 

I think it is imperative that we have some type of redirection of 
funds, some assistance available as soon as possible for them. 

It does concern me that the Farm Bureau's general attitude evi- 
dently is what it is. What percentage of Farm Bureau members are 
active producers? I don't know a lot about the Farm Bureau. 
Maybe that is my problem but could you tell me what percent of 
your members are eictive producers? 

Ms. Thatcher. We don't have an exact number and it would 
vary from State to State. Different States have different require- 
ments for what they consider active producers also. 

Mr. Tallon. I have been a Farm Bureau member and I am not 
an active producer but I buy insurance through the Farm Bureau 
and it does concern me and I hope that we can go back and look at 
this piece of l^pslation and work together. 

We have got a great number of members from South Carolina, 
Faira Bureau members, and we need to give these people some 
help and I hope we can work out something and come to a better 
understanding of what we are trying to do. 

Thank you. 

Thank you, Mr. Chairman. 

Mr. Bedell. We wsint to thank you folks very much for being 
here. We particularly want to thank you in view of the inclement 
weather that we ffice at this time. 

Mr. KuiKEN. Thank you, Mr. Chairman. 

Mr. Bedell. The meeting is adjourned. 

[Whereupon, at 3:45 p.m., the subcommittee was adjourned.] 

[Prepared statements and submitted material follow:] 
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ScataMDt of C«t1 T. Fredrlekaod 

Sanlet Mputy Govanuir 

Farm Ctadlt AdalDlaCTaclon 

Hr. Chalnun, t^ naae la Carl T, Fradtlckaon. I aa Sealor 
IMput; GoTCTQOT of tha Farm Cradtt Adalalatratloo, tha Indepandcnc 
Fcdeial aiaacy chat regulatas and lupargliai tha cooperatively 
owned Fara CiadlC Syacaa. As alHajB, wa at FCA appreciate the 
opportunltT to appear before Chli Subcoanlttee and to offer oar 
peripectlK on the agricultural credit altuatlon. But before 
dlacutaing current fam conditions — clearly the worat alnce the 
1930a — let Be first provide you with sone background oeterlal on 
the Faia Cradle Syataa and the Fam Credit A 



The cooperative Fam Credit Systen consists of federally 
Ins truaent all ties that operate under authorities 
In the Farm Credit Act of 1971 (P.L. 92-181) and other 
statutes. Boat notably the Fan Credit Act Anendaents of 1980 
(F.L. 96-592). The Fara Credit Systan provides credit- and cloaely 
related services to faraera, ranchers, producers and harvesters of 
aquatic producta, agricultural and aquatic cooperatives, rural 
hoaeownera. end certain buainesaes that provide faraera and 
ranchers with services essential to their on-fsra operating 

Hhile the U.S. Governaent provided tha initial funding for 
the various Institutions of the Fani Credit Systea, thie 'seed 
capital' has since been repaid. The Farn Credit Systea is now 
entirely borrower owned and controlled. Even the coeta of the 
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Fan Ctadlt AdMlnlitrstlDn <FCA), Iha iDdapaodaDt radacal at«MT 

that axaalnaa and auparrliaa tbia Syitaa, 

banlca It lupacvlaaa; thacafoca, it li tha Sritaa'i 

not the taxpajcra vho pa; tha axpaaaai at tha Farm Cradlt Adalnla- 

Tha Fara Cradlt Syataa, uhlch la tba larsaac alalia loppllai 
ol cradlt for AMrlcaa agrlcultura, obtalna Ita loan fimda 
prlaarllT through tha aala of aacurlllaa la tha national and 
intaraatloaal aoDcy aarkBti. Thaac lacurltlaa ara not (uarantaad 
bj the U.S. CoTarmant. thay ara aold through Iha Sjataa'a Flaeal 
Agent In Hau York City. 

Tha thrae agricultural cradle ayataaa that co^iriae tha Fara 
Credit Syataa ara daierlbad baloH. 

The 12 Federal land bank! (FLSa) uka loaaa ranging froa 5 to 
to yaara through local Fadacal land bank aaaoclaliona (FLUa). 
Thaaa loans aiit be aacured by firat liana on fara or nral raal 
(itste OT thilr aqul*alency. Loana nay ba aada for a variety of 
purpoiei, Including the purchaae of farM. faraland, and fara 
l^irovaaanta; meal hoaaa and raal aitate oaaded tor fara-ralatad 
buainaaaaa; tha purchaae of equlpaant, aaeblnery, and llTaaeock; 
refinancing aalatlng aoctgagaa and paying thalr dabta; and 
financing other naada of tba borroirer. 

The Fadaral intaraadlata credit banks (FlCBs) provide loan 
funds to local production cradlt associations <PCAa) and discount 
tha DOtas of ellglbta borroweTs given to other financing 
inaCiCutlons. Tha FICBa aay alao parcielpaca Hith production 
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credit ■••ociatloni, co^Kidal bank!, and ona aoothet la aaklng 

PCAs Bika loaoa alth teiaa up to 10 yaar* to fanaci, 
Tancbara, rural boaacnniera, and certain fara-ralatad bualneaaaa. 
They alao naka loaaa with Carva up to IS faara to producera and 
harvescera of aquatic products, Loana are aide for a vatlat]> of 
purpoaea related to the production of agricultural producca, the 
production and harveatlng of aquatic products, tke purehaaa, 
repair, or ■alntenanca of rural hoaaa, and other raqolraaanta Of 
tha boTTomra. 

The bank for eoopeTatl*aa (BCa) aerva agricultural, aquatic 
and rural electric cooperatlvea Khoae headquartera ara wit bin 
their reapectlve districts. The BCa provide cooperatlvea with a 
coaplete credit aervlce designed to fulfill thelc apeclallaad 
needs. The banks for cooperatives nake tera loans for purpoaaa 
Buch as conatructlng, roBodsllng, or expanding facilities, or for 
purchasing Isnd, buildings, or equlpnanC. Seasonal loans are Bade 
to flnanna current or seasonal assets. 

Tha Central Bank for Cooparatlvea participates with the 
dlatrlct banka in loans that exceed their Individual landing 
Halts. He BCs m*j also participate with one another and with 
other financing Inatltutlona In aaking loana. 

The Federal Farm Credit Beard la the top pollcTBaktng bod7 
for the Fara Credit Adalnl strati on and the cooperative Fara Credit 
Systea. Haabars of the Federal Fara Credit Board, as those of all 
other boards In the Syataa, aerve on a part-tiaa basis. Iwalvs 
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■Mbara of tha Board, ena froa aach rais Ciadlt dtatrlet, an 
appointed Iqi Cha Praaldanc of tba Dnltad States vlth tha adolea 
and cooaaM of tha U.S. Sanala. Th-y aam fr-yaar tataa and ate 
not aUfibla for raappolntaant. A t3th >eaber of the Biurd ia 
appolncad bj and larTa* at tha plaaauca of tha Sacratatr of 
AfTlcnlture. 

Tba CovariKiT la tha Fata Credit AdBlolatratlen ' a chief esaca- 
tl*a officer. Be la appolatad bf and lerrea at the plaaaure of 
the Federal Fan Credit Board. Ba la ultlastalr taaponalhla for 
carrying out tba pollelaa of tha Board br aoaarlns that tba Farm 
credit AAtfnlat ration luparvliaa, eunlnei, and regulates the Pam 
Credit S<ratea In the public lotaraat. At tha aaM tiaa, aach 
Inatltutlon of tha Sjataa la a uaat-onwd and controlled coopera- 
tive aaaoclatlon. A great deal of raaponalblllt; for directing 
and nasaglBg Fata Credit loatltutlooa la vaatad la aaabar-alectad 
boarda of dltactois and chair selected sansgaaant. FCA aapar- 
vlalon la daalgned Co ovaraaa the acclooa of tba dlatrlct boards 
CO enaura aonod ■enagaaent of the baiAs and ssaoi^l scions. 
Operating decisions are dacantrallEad within tha Sratam to cha 
uaar le*al, ea long aa Srataa objectlvaa are respected sod aonod 
bualaaaa la condactad. 

CmBAL AiaLICIlLTgiAL CCWD I TIMW 



Hlchout question , thnae are axtraordlaaTllT bard 
Aaarlcan agriculture. To Bake naCters woraa. a fonrch 
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■erloui difficult; loowm on the horlson. Nalcbcr doasatlc 

ilgn dtB^nd provpect* flgur« «a llkaly ctodldatei to work 

da«B bardaiitoM gtala itocki Id ch* cutraat aarktllog jtar. The 

itlctpatad T*co**T7 In the U.S. ganaral aeono^r olll take tlaa to 

Taulata Into a ittooger daaand for food and fiber. Hore 

pcrtloeat to the caiti grain acctor vould be . iaprovcd acoTumic 

:oiiditloni Hithlii the aajor grain laportlng natlona ot iobb ihlft 

latnncatd In tha value of the dollar relative to Chair catrandee. 

lurea cotr balog developed to further reduce 19B3 crop acreages 

lid be helpful In avoiding a further buildup of atocka at the 

of 19B3. However, betting an unllkel; confluence of acveral 

irabla events, the 1983 fata ptograas will do no Bore then 

itablllie prices. 

On the suifece, conditions In Che fata sector appear slallar 
year ago — large supplies confroaced by weak deoand, vltb 
producers lacing a better price/coat outlook than crop 
Unlike last year, the ptoapact for a quick ravetsal ia 
■ucb Bore distent, particularly in the casa of cash grain and 
cotton producers. 

Back-to-badc recotdbreakiog D.S. crops have given rise to a 
altuatlon that would norwally signal livestock expansion. Despite 
such a ilgnal, bowavet, livestock producers have been cautioua In 
■aking production daelslona. Our aaat and poultry output, led by 
hefty raductlona In pork, haa bean reduced ganerally to line with 



:y Google 



■ Hiakanad doMallc dcaaod. talaclialj low t«*d coat* isnaracad 
fnorabta Mr|tni duilnf IMZ, and ainlB* ai* axpactad Co ba 
allghtlr hlfhar durlni 19B3. 

Turn Incowa and ftipanaaa 

Tha uih floH pioblaa* chac faraara ha«a baao taelo| ara 
■ipaetad to contlaua In 19B3. Ovarall caah raealpta froa fara 
•arkatlnf* hava baan falrl; atabla durlni tha paat 3 7aa», iiUla 
owth la production axpanaaa haa sbI; bagun to alotr notlcaably 
ring tha paat jaac. In 19SZ, caah racalpca troa faralnf ara 
ixpactad to ba oal; allghtl; lovar than 1981, ahlla axpanaaa ara 
latlaatad te ba allghtl; higher. 

Deaplta racaot dacllnaa In rataa, lacaraat axpaoaaa nara 
ifala ona of tha laadlng faccori puahlof total fara axpanaaa up In 
982. Tha U.S. Departaant of Agrlcultun <DSU) aatlaataa' that 
■at chargaa axcaadad j22 blltloa — about IS parcant of total 
production azpanaaa and oaarl; doubia tha ahara tha; took 10 
ago. 
Hautrallilng tha antldpatad aaall dactlna In caah aarkatlnf 
raealpta and tlaa In caah oparattng azpanaaa waa a $2 billion plua 
\aaf (a doubling) In dlract Govamaant pajaanta, ulilch could 
iln tha 1982 nat caah fata Incoaa naar tha $31.5 billion 
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Thl« (lowlni la faraera' groHth of aipanaai will aoac llkaly 
continue In 1983. due Eo both the ceductlon In general inflation 
aod a cutback by faisera in their oparatlona. The cutback vould 
follow frao greater participation In the scraage reduction 
prograas and faniera' continued attenpta to atretch the uae of 
production Inpuci. Lomr Intarest rata* are alao providing 
algnlflcanc relief to famera who rely heavily on credit. Hov- 
•var, theae aa>e condltiona auggeat reduced volune and continued 
preaaure on narglna for faraer cooperatlvea and other agrlbuBl- 

Caah tecalpta froB cropa are expected to remain balOH the 
1981 peak and. In real tcniB, sra; at: the low levels of recent 
yeara. Acreage reduction programa are likely to decrease 
production, but total aalea of fam ptoducta could bold steady aa 
over-auppliea are worked out over the next 2 yeara. Livestock 
prices nay Increase slightly, with overall Beat production holding 
near the reduced 1982 levels . This should cauaa livestock cash 
receipts to gala aoaewhet over 1982. If thia is the case, total 
cash receipts uy ba level vith 1982. Govemaent paynenta to 
Individual fatMra will ranaln near th« 1982 levels, aaauslng tha 
availability of advanced payMuta onca again Id 1983 and no asjor 
BOdlfleatloo of crop prograas. Othor cash incoae aay increase 
allghtly in viow of an ejected weak aconoalc recovery. Thare- 
fore, groaa Incoae ahould be about the sana as or possibly a 
little higher than tha 1982 levels, depending on tha dagraa of 
lapcoveoent la global econoalc conditions. 
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Total production «>p*tuei ahonld emtlma ■ateritlDi tbalr 
upward tiaml and could avaa dip ■llfhcl'r du* to TOduet 
■nd tha caih flow praaauraa to Mtnlalaa iopat naaiSi tlu 
Incoa* ^r b* oliibtlr Uifaoc than that poatod for 1982. 



U.S. Airlenltural Iiporta 



For tha flrat tiaa In orar a decada, U.S. afrlcnltnral 
axporti did oot lat a racord hlfh In tlacal raai (FT) ISK, althat 
In taraa of voln>a or dollara. Tha dollar valoa of FT tM2 
axpoTta fall to t39.l billion froa $43.8 Mlllon dnrlnf tha 
pravioua flacal jmtt, tha flrat auch dacllna la 12 year*. FT 1982 
itaa tha fourth conaacatlve T**r af telatiTalT flat axport folina, 
with TOluaa 3 parcant balow that af FT 1981. 

For 1983, Icwar fara priea* Baana ■• could aoa a aifnlflcant 
drop In tha ralua of faia axporta for tha aacond atralfht rnat. 
With out agricultural laEporta holding (taadr, wa ara alio likalF 
to a«a a aacond aiiabla drop In tha D.S. afrlcnltural tcadt 
aurplua. Tha aurplua raacbad 92e.6 Mlllon in FT 1981, but alld 
to SZ3.7 bllUm laat jaar, and cenld vall drop aeraral aora 
billion dollara in n 1983. 

A naJoT factor contributing to our rapid grovth in agrlcal- 
tural azparta during the 1970a ma tha axpanaton of worldwide 
cradlt. Thia azpanaloa haa run Ita courae, aa the llat of 
countriaa having axtTaordlnar? cradlt problana include* *oaa of 
our laportant fara aarkata. Uhlla there la general confldanc* 
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that the Incenuclooal financial ayitaB will b* able to abaorb eh* 
■wadad debt Teat cue turlng, the difficult lea will not quickly 
dlaappaar. Da will aoat llkalT aee a (uTthar alawlDg Id the 
gtoath rate of world trade and U.S. agricultural axporti, In 
particular, aa the current dlfflcultlea will contlDua Co conatraln 
the ablltty of aai^ natlani to aatlaff tbelr food iBporC neadi. 
The strong dollar has added to tbe lipattlng Datlona' probleBi 
becauae out goods have becoae sore expensive la Intacnatloaal 
matlwta despite lower doaeaclc fara prlcea. 

If, aa ■••» llkaly, the Dnltad States tacovera faater than 
the ceat of the world froB Its receaalon, this could, at son* 
polDt la 1983, start to bring tb* dollar down to aare nonal 
levela. In ti>*', such a shift In exchange rates should encourage 



On January 1, 1983, the dollar value of fans sector assets 
was eetlBSted at $1,070.0 billion — $21.8 billion or 2 percent 
lower than the (prellHlnary) January I, 19S2, dollar value. 
Becausi tbe general price level for the saae period wss estlBSted 
to have Increased by around 7 percent, the real vala* of fatM 
aaaats has dadlned by about $46.3 billion or B.3 percent. Th* 
■ajor factor In thla decline wss a S-parceat drop la noalnal land 
values (or a 10.5-percant dedlna In real values), gobIoi In the 
wake of contlnolng low fara Idcom. 
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Tha dapraiBcd ■■nlng* In Cha (iia ■■etor hem bcfoa to taka 
■ ■•iloua toll oo the balanca aliHtB of faraera. Tha locraaaa In 
land TaliHB durliv ^Ix 1970* outacrlppad aanloia 1p abaplng tba 
aqultj fcoMh at fara lavaatora sod, to ■ tars* astast. Is laatl- 
tflBf thalr da be aspanaloD. 

Actual aanlnj* tbtough aound production BanaaaBaBt, pla^ad a 
backataia Tola >ad thla, undoubtadly , aucoaraiad aoaa tlaaaelal 
daclaloB* that irauld not hava baaa ^M» Id hindal^t. 

EatlHtaa of tha cast □( J*nu*T7 1, 19S3, fara aiaat laral* 
undaracoca aoaa of tha concana that hava daralopad orar tha paat 
2 yaara. Financial aaaata hava incraaaad at a 2- to 3-parcant 
paca alnce 1975, and probablr contlnuad to do lo In t)S2. 
Uthonsh llvastodc auabaEa vara cut back In 1982, Incraaaca la 
ptlcaa Bora than offaac tha dacllaa, eaualng the valu* o( ll*e- 
itock Inveototlaa to tlaa. Tha oppoalta la tTua foe crop 
iDvantorlas; anothar racotd output In 19B2 raaulted In hu|a crop 
InrantoTla*. Tha total value of thaaa ioTantorlaa la up aran 
though crop prlcaa ara down. Tha dapraaaad fara iltoatlon bald 
tha pucchaae of houaahold aqulpaaat and fumlablnis and fara 
aqolpaaot to a alnlKn laal yaat. 

Fara Dabt and Equity 

The plctuta on the 'clalaa' slda la dlacourailoi. Lad bf the 
decline In land Taluea, tha fara (actor net worth dropped aharplj 
laat year. During 1982, fanera again loeraaaad thalr holdlnga of 
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dabt, Bltbough continued poor Ineone ptospeet* c«ui*d the IncTaasa 
te b* !•■• than that of 19S1. Total farm loan* outatandlng In 
I9B2 IncTCBied only 6.5 paTcant to an •stioiated $Z1S billion at 
yaat-and, after 10.9 and 9.7 polecat Inciaasaa In 1981 and I9S0, 
raapactlvaly. 

Agrleultucal raal aitate debt outataading iacteaaed 4 pereant 
during 1982 to $110 billion, fellowinf 10.7 and 11.7 pcrccot rlaca 
In 1981 and 1980. Ronreal eatatc farm debt outatandlng lacreaied 
br 9 percent during 1962, after Increaalng bj 11.2 percent In 
19St. The level of nonraal aetata debt, including Comadlty ' 
Credit CorpoTatlon (CCC) lending, atanda at 4105 billion, aa 
continued la« Ineone of 1982 preirented the tTpleel aeeaonal 
paydown of production debt. Although Hich of the ahort-tem 
increaa* (about $5 billion) oaa due to aonreeourae loana, the 
reaalnlng aaturing ahort-tem obllgatlooa continue to cauae caah 
floH dlffieultlea for the caah poor fara aactor. 

19B3 aalanee Sheet Changea 

By the end of 1983, the decline In the land prlcea >ay have 
inn Its courae. Land valuea could atablllia If fatv IneoM 
preapecta for 1984 laprove with the expected l^roTeaent of the 
D.S. and vorld acononlea and If there la reaaonable aucceaa In 
controlling the alee of the 1983 mrld crop. Coabtnad with aaall 
Increaaea In llveatock InTentory holdlnga and aBall decraaaea in 
crop invantorlea, thta atablllty auggaata that total aaaet valuaa 
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■■7 hold ataadr ovar tha Tasc. On tha 'alalia' aide, tba lav 
IiTal of ineoa* aaan toe tha raac will afaln eauaa aoat dacllnaa 
Xa ut woTth; buc if land prlcu iCablllia, tba drop In aat aortb 
ahould noc ba aa aavan ■■ that of FT 19t2. >oth ahort- and 
long-tarm dabc ootatandlai vlll ■oat likalT locraaaa bj laaa thao 
■aa tha caae la 1982, add ahott-tan dabt vlll eoatlooa to build 
■t a iraatac rata tbas loBf-taia debt. 

GItsb thaaa pcojactlooa for 1983, th* ovarall debt-to-aaaat 
ratio In ■filcoltara could claa abova 20 paTeent br tha and of tha 
yaar. lallaf mt ba foTtheoalnf In 198* If farm ioeoBa Ivrovaa 
and land valuaa racovar. In that caaa, faraara wj ba abla to paj 
dowc or at laaat aMand tha ^tuTltjr of aoaa of thalc dabt, 
Hithout a quick ravataal of tha fundiaintal aupply/daBiad altoa- 
tlOB faclDi U.S. facaata, tha adjuaCBant ptocasa to a aooadar 
flaaaelal baaa would taka aiita tlaa. 

Aa la alitaya tha caaa, thaaa aactoi fliuraa aca cmpdaad of 
Hldaly Tarring IndlTldual tara altuatlona. Uvaatoek prodocara 
are In a ralatlvelr battar alcnatlon than crop produeara. Thaaa 
Hith conaervatlTe dabt loada ara in a battac caah alcuatlon than 
thoaa vlth heavr debta. Credit quality data, to be praaentad In 
■ara detail later in thla report, augfait that a aaall but alfnlf- 
Icant portion of fanara ara in extraaalr difficult financial 
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CoverniMnt Loane and Payent* 

Th* private landins InadtuCloni of Ch* Fan Credit Byitn 

Fanura Bona Adalnlatratlon (FbHA) — conalderad 'the lender of 
last reaort- (or agricultural producers — aitended 97,*22 direct 
loaoa amounting te $4 billion under Its four largeat fam prograBs 
during 1962. Thta repreaantg a S3-percenC decline in nuaber and a 
ST.S-peTcant drop in volune froa FT 19BI. Thaie four prograiiui 
repraaent a little leaa than one-half of FidlA'a total 1982 direct 
and guaranteed loan voluae of $9.1 billion. 

Contributing to tbe ateep decline in FbHA loan activity was 
tbe tei^orary dlacontinuatlon of the econoalc enetgency loan 
prograa. In FT 1981, tba FalU axtended 27,3iB econoaic esergency 
loan*, totaling $1.ZS billion. In FY 1982, tti< Secretary of 
Agriculture did not excerdae this authority. 

Dnder the natural disaster loan prograa, 42,863 loana oBount- 
ing to $2.2 btlltoo vera extended. Still, thla volune waa down 
alBoat 70 percent fton FY 1981. FaHA baa budgeted $1.54 bllllno 
In OBtutal dlaaater loana for FY 1983. However, beeauae this 
prograa la claaalfled as an "open ended, ai needed" account, loan 
volme la aubjeec to change based □□ veather conditions. 

Aa an Integral part of the Adninistratlon'a reduction of 
COTernBent activity in credit aatketa, PaHA'a fsm ownerahlp real 
■atat* loana were reduced by 17 percent to $658 ■llllon. Of the 
applications received for teal catate loana, only 10,189, or 
approilBBtely 40 percent. Here approved by FbHA. 
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FbHA fan opantlng loua aada duTlni FT 19*2 ineruiad 46 
paccanc ftn S823 >llIlon to tl.2 billion, aad tha oiabar of 
bortimaia ■■nad cllnbcd iO patcant to 44,370. Apptopriatlooa far 
FY 1983 Incraaaad fundlDf br an additional 21 parcaat to 11.4 
blUloB. 



Co^Mdltf Cradit CoEporatloo'i pdca-auppott and atoraie 
loana oucitandlni at tha aad of 1982 ara aatlMtad at 111.6 
billion, aa Incraaaa of 70 parcant ovar tha $8 billion In loana 
outataodlog at tha and of 1981. Thaaa 2 racord yaari of CCC 
ooDEacouraa loan activity raflact tha aa*aTa crop-pTlca altnatloo. 
Dlcaet progiaa payaanta totalad 94 billion In 1982, a ahacp 
ineraaaa ovar 1981 paTMOta. 

For I98Z progTaa*. tba aaln incantlva for participation in 
nSM faiB prosrau ma allitllt; far CCC loana. Tarfat priea 
protection vaa a laaa obvloua baoatit, aieapt for cotton and rica 
producer!. Foe 1983, tbara ara aavarat aajor attractlona canter- 
ing an pBTsanta Intandad to ancontaga partlcipatiOB aad to place 
caah In the haoda of producara aa quleklr aa poaaibla, throB|h 
advaneaa of a portion of the diveraion and daftclener pajaaBta. 

Tha axlatanea of tha advanced payaanta, togathat with tha 
continued poor crop-price aspactatlona, auggaat that 1983 could 
aaa a aharp Ineraaaa In nonceal latate debt hald by tba CCC, aa 
vail ea e ilgnlflcant Juap in tha portion of far> Incoa* in tha 
fora of GovamBcct pBymanta. 
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Fira Credit Syif 

Tha on rail financial health of the Fan Credit Syatea 
remains aound, deaplte the obvious financial atreai nm being felt 
by a portion of It* borroHors. Substantial equity poiltlons have 
been built up throush yeatB of aound operation, and capital tatloa 
are being BalDtalned at prudent lerala ao a* to ensure the contin- 
ued Bttractlveneas of Fam Credit System bonda for Investors vho 
purchase them In private D.S. financial markets. 

As was true with agricultural ganerally In 19S2, this year 
ha* witnessed a drawing down on soma of the financial raaervaa of 
tha System, la a tew cases, FICBa have Inveated capital la FCAs 
because of large losses. As a result of 19S2 economic conditions, 
It may bacoBB neesssary to merge or liquidate approximately half a 
doaen asaodatlons. That poaalblllty, however, would affect only 
a small portion of the 474 FLBs and 420 PCAs. Vhlle mote evidence 
of Individual stresses will continue to surface during 1963. the 
baalc financial strength of the System will allow these asaoda- 
tlona to be handled without any risk to investors In Farm Credit 

For the longer tsrm, so iBprovament la farm Income prospects 
Is essential to the economic health of both farmers and the Farm 
Credit System. A long period of weak crop prlcaa and declining 
land values would have gteve consequences for both. This danger 
la widely recognized In the Congresa and In the Admlnlat ration. 
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and turn piofcca* balng put lato plae* toe 1983 TapraiaiiC ■ aajot 
■ffoTt to a*ol(] (uch a proloagad adnraa patlod. 



FAIM am>IT BIBTBM SHJLiK Of rOK DMT 



Tbe Pan Cradtt Systca ihara of tara dabt autatandliii on 
Januar; 1. 1)«3. 1* aatlMtad to hav* tuchad J68.9 billion, 32 
porcont of tho total oatlaatad fara dabt of t21S billion, and 
about tho aasB aa Ita ahara a yaar earllar, 32.5 parcant. 



0*ar tha paat doeado, Fodocal land bank* hava aaariod aa tho 
■ajoc providoc of fara roal oatato-aacurod laodlni, hoMlng ]uat 
ovar *I poTcaBt of tho Taal ootato dabt In 1982. Ttala Incnaaa In 
tbo ihare hold by tha FLBs occurcad at tha axpanaa of tha ahacai 
of Ufa loauranca co^anlaa and co^relal banka. Tha Ufa Inaur- 
■nea coapanlaa loat uch of thali ahara In cha aarlj part of the 
decade ■• daaaad* on thaa for cheap poller loana aoarod la tha 
face of dlnblng [nteraat rate* and ochat iBToaCMnt and loan 
o^iOTtanltla* oftorad hliher rata* of T*taTa> Tha co^Hrclal 
banka raducad their Bortiaga holdlnga Is tba latter part of tha 
decade, ■■ Intaraat rataa akjrockated and landabla funda dropped, 
cauaing liquidity preaaurea on their portfolloa. Tha ahare of 
real estate debt held by laatltutlona In general haa gained 
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algnlflcantly, uhlla cha share held hy Indlvtduala ha* dropped 
coTTcapond 1 ngly . 

ProJueelep Credit Aaaoclatlooa/PedTal Intar—dtata Credit Banka 

Total (ana nonreal estate lending la expected to reach $105 
billion by year-end 1982 — an laeteaae o( 9 peccent over year-end 
1961 lending. The period since 197^ haa wltneaaed the energence 
of algnlficant GoveroMat leading. CCC lending haa lacreaaed 
ten-told as crop price* have dropped. The leodlng by FhHA, the 
traditional 'lender of last resect," has grown by nearly ali 
tliMS, as (am IneoMS declined and aaoy (aralag operstlona Hare 
no longer able to support the high coat of borrowing (tob other 
sources. As a reault, both FCAa and co^Krclal banka have loat 
■arket share. The loss of osrkat share by eoamrelsl banka has 
lubatantlal alnce 197S — their share at year-end Is about it 
nt of the total. Although leas dranatlc, FCAs have also lost 
c ahare — holdlag about 19 percent at year-end, down ftoa 22 
It at the beginning of I9SZ. Bonevac, the share of Bonresl 
* debt held by 'indlvlduala and othera' atablllaed. Aa the 
flow of taTBera haa dataTlorsted. BercbaBta and destera sr« 
o(ferIag attractive credit tens to spur sales. The FICB loans to 
other financing Institutions coaprlsa about 1 psreent of (ara 



..Google 



170 

B«ek« tot Co«»M«tlT«« 

CooparatlvM raly on buika for cooparatlTas tot tba aajoc 
portion of tfaalt borrnwad capital. Owmt 60 parcaat af th* fiuda 
bortowad by cooparatlTaa coaaa titm thla aouTca, On Jaoaarj 1, 
1982, cooparallv* dabt outatandlng owed to BCa aBouatad to $9>1 
billion. On SapEaabac 30, 1981, chla dabt outatandlng totaled 
tS.l billion. 

BC* hava baan Talativalj aora la^octant aa a aourea of long- 
tan dabt to cooparattvaa than aa a aoocea of aharc-tarn capital. 
In 1981, BCa provldad SO pereant of tha ahort-ten dabt borronad 
bj Eha lacgaat 100 cooparatlvaa, but vara ralatlval; aoi* lapoi- 
tant aa a aoutca of loag-tarm dabt provldlni 63 parcaat of tha 
total. 

FABM CMDIT ST8TEM KOXZI ACTIVITT AMD BATES 

Tha Fata Ccadlt Syataa'a participation In tbe bond narkat 
dacltoad alsnifleantly durlnf FT 1982. Aa of Deceabat 1, 1982, 
tha Sratan had $71.1 billion iB boBda autataadlof a 1.7 parcanc 
tncraaaa batwaan tha and of 1980 and 1981, In conttaat to a IT.l 
pareant tneraaae batiicen Dacaabar 1980 and 1981. Daellnlng lean 
daaand cauaed tha Syataa'a denand for nav aonay In tha bond aackat 
to drop ptedpltoualy to SI. 3 billion In 1981, following 3 conaae- 

Systea'a gross *oluaa of bonds laauad aaounted to $46.8 billion, a 
14.8 parcanc dacllna froa 1981 Toluaa. The laval of gioaa ahort- 
tera Issues totaled $35.0 billion, aqulvalant to $4.0 bllllas 
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!••• Chan the raouac of aaCurlng Iiiuca. Of th« raaalning $11. SS 
billion la taia iBBuas, J6.SS billion »>• cal**d Co refinance 
asturlng Issue* end Che leulnlng $5>27 billion vai neo Boney. 

The racea on ihorc-term turn Crodtt Eyaten ■ecnrlcles paaked 
twice In 19B2, reaching 14.50 percent ac Che end of March and 
14. £5 percent at the end of June. These pasks vara conaldetably 
Icwar than the Syscan record rate of 17.85 percent lat In AupiaC 
1981. 

In the second half of the year, Cha Syscaa aipaTianced a 
drasclc reduction In Ita coat of foods. Betiisan Jane 30 snd 
Noveaiber 30, the rates paid on b-sODth secnrltlea plunged 5. BO 
psrcentag* points froa 14.30 to B.7 percent. 

If, es expected, the eeonoajr reaaln* Id a weak poaltlon aa 
1983 beglna, and the Federal Reserve coaclnue* to pursue an 
accoaaodstlve aonetary policy, the Systen will likely experience a 
futcher eaaing of Interest rate*. This would enable the Systea to 
reduce It* average co*c of fund* chtoogh the first half of the 
year before It level* off over the balance of cha year. 

The Fan Credit SyaCaa price* aoot of It* Inens using a 
variable rate deCemlned by ^the average cost of bonds plus a 
Bpreed for operating costs. As Tstes deelins, the svetsga cost of 
funds declines, but not a* faat aa BBiket tatea. Jnat as Syatea 
rates lag increases in aarfcet cetes durag periods of rising rate*, 
they el*o cox down aora almly. 
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Avacsf* Fadaral land bank ratal on fara raal aatata loan* 
raaalnad Tlttnallr canatanl througbwt 1$82, mot ac* axpcctad Co 
taMla falriT static during 1983. 

Baeauaa th* FLB poccfollo conalata of naarlr 90 patcent tatm 
bonda and onl; 10 parcaot 6~ and 9^ionth aacuritlaa, ttaa FLB could 
not taka (oil advantas* of Cha dtaitlc raductlon In ahott7tat> 
tatas In tha aacsnd half of tba faat. Dutlng tha raar, th* fUa 
retiiad 9S.SS blllloa Id cata bonda baaTlns a walghtad aTetaga 
tntaraat rata of B.8 paccant. Thaae ralatlmlT Inaipaoalva laauaa 
vara raplacad ultb «9.9S blllloa In tata bonda at a conaldetablr 
Ughai cost o( 13.4 patcanc, thua nagatlaf th* affact o( lowac 

Tho year opaned with FLSa charging an avaraga rata of IZ.IZ 
parcant to Ita tara raal a ■ tata berrowara and eloaed with TLB 
borcoireta paying an avaraia rata of 11.23 parcant, vtth ulniaal 
fluctuation svar tha cootaa o( Cha yaai. Slellatl;, tha FLBa' 
■vaiaga poctfollo coat axparlenead ■iolBal change, beginning the 
year at Il.fi5 percent and ending at 11.88 percent. In 1983, tha 
FLB* will b* ratlTlnt tt.O billion In tara iaauas, bcaTiag an 
avaraga coat of 10.0 percent. Wth only a alln chance of cetM 
rate* falling mich belo* 10 percent In 1983, Cha FLBa vtll once 
again exparlence vary Itttl* fluctuation In thalr avaiaga funding 
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eoati, ahlch will be reflected In filclr canacnt »tea to land 
bank borrcMera. 

Th* FLBb alao extend loana for certain rural realdenco. The 
average TLB rural hoae loea rate stood at 11.58 percent on 
Deceaber 1, 19B2, vhlch waa higher than the Deceaber 1, 1981, race 
of 12. }S percent, but lower than the nld-]reir peak of 12,69 
percent. Average ratee on fam-related buslneaa loans were 12.34 
percent at the end of 19B1, and cllnbed Co 12,73 percent by June, 
leveling off to 12.60 percent br year-end, 

federal Interaedlate Credit Banke/ 
Ptroduction Credit Aaaoclatlon Batea 

In Che firat quarter of celeoder year 1983. approiImatelT 35 
percent of the Federal interwdlete credit binka' portfolio* will 
■eture. Aa theae portfolioa coDtels laaues sold at rates ss high 
Bs U,5 psTceot, the average coat of the FICB portfolio will 
decline draBatlcally when maturing Isauea are radeesed or 
refinanced. The Intareat cost on fund* In the FICB portfolios 
could fsll between 10 and 11 percent during the first quarter of 
1983 ~ a significant drop fron Deceaber's cost of U.74 percent. 
In turn, this reduction will trigger lower rstea at Che production 
cradle aaaociaclon* where ratea to faraara aveTBgad 13.73 percent 
in October. As retea are expected to conclnos declining aoder- 
ateljF through Che flret quarter of 1983, PCA loen racoa for spring 
planting ahould be slgnlficentl; below the October rata. 
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>int> for CoopMatliTM laf ■ 

In narlj 1982, tha •■panilii* ibort-tara l»tw« of JidM 
chrauih Aufuat 1)81 aaturad, halplBg the bank* fot cooparatl'rai to 
loaar thali >veta|* coal of fimda lam 14.0 paicant at cha ba|Ift- 
ntni of 1982 to 13.1 parcant bf Juna. Id the aacond half of tha 
yaar, tha BCa ' avaraga coat of fanda daclinod 1 .7 parunta<a 
pointa, fcOB 13.1 parcant on Juna 1 to 11.4 pateoat on Dacaabat 1. 
If ahoTt-tara Treaaui? lataa avaraga 8 to 10 parcant In 19S3, tha 
BCa could Hparlanca an additional 1-paccantaga point dacllna In 
avaraga fundtog eoata by ald-19S3. bafora lavallBg off tha balanca 

Tha BCa' loitac fondlng coaca wara rafloccod In lonr Intotaat 
lataa chargad tn coopocaclvo boTrcwaia. Avaiaga aaaaonal racaa on 
BC loana docUoad froa tha aailj 1982 rata of 11.3 parcant Co 11. S 
paicant by Daeaabar. Longar tara loana vara aMendad at an 
avaraga rata of H.O parcant on January I, 1981, and at • lowar 
rata of 11.73 pateanc on H 



FUtK CUDIT SYSTEM LOUT VOLOMB 

Fan Cradlt Syataa landing activity slovad dnrlng 1981, aad 
the pattern ahlftad to raflaet the difficult Ineoaa clTcaaataaeaa 
of agcicDltura. Loana outstanding ware laHat than a year ago In 
tha FICB/FCA and BC aysteaa, up only Bodatately In the FLB ayltes, 
and up a aodaat 2.8 parcant far tha three ayataM coablned. Total 
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Fan Credlc SjatcB loan* outsCandtoi itood at $80.* blllian on 
Daccnbar }1, 1982, aa cOBpared to $78.2 billion 1 year earlier. 
All of the IncTsaae vaa dua to TLBa; FCA, BC, and FICB-OFI loana 
outatanding poated dadiiua iiltan reedid data for 19S2 arc 
conpated irltb thoae for 1982. Tlila fact Indicates both poor 
lacoae proapecta aed financial tetreach>enc in Che fan asctot. 

Fadaral Land Banks 



FLB outatandings totaled $30.t billion by the end of 1982, aa 
againat $46.5 billion on Decenber 31, 1982 — equivalent to an 
annual growth rate of 8.4 p*~ ant. FLB loana outatanding gteir at 
■DBual tatea to sxcaaa of 21 percent in each of the 3 preceding 
yeara. The nunber of FLB loana outatanding incteaaed by 3.3 
percent over laat year to 667,912 at the end of Deceabar 1982. 
Ihe average FLB loan oucacanding Has for $75,422 on that data, 4.9 

Production CraJtt Aaaoclat long/Federal lnter»edl«te Credit Banfca 

PCA outatandingB Bhrank at an annual rate of -4.4 percent 
during 1982, falling from $21.7 billion at the start of 1982 to 
$20.7 billion at yaar-and. There were 382,810 PCA aenbers Hith 
loana on Deceaber 31, 1982, conparcd nith 380,186 on the aaae date 
a year earlier. This rspreaenta an 0.7 percent incieaae. The 
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avaiaga FCA loan mitacudliig ■■■ for t5t,106 on that data, only 
5.0 piTcanC lowar than tha pravlaaa yaat. 

FICB-ori oatatandlnfa atood at MT1.9S7 at tha aod of 1982, 
coapatad vlth tm.JSi nllllon a jaai aarllar. Tha daclina In 
riCB-OFI outatandlng loaai aaouoted to 6.« patcant over th« past 



On Dacambat 31, 1982, Cba BCa bad 88. « billion Id loana 
outatandlng, coaparad to J9.1 at Cba atart of tha raar. BC loan* 
outataodlnf daellnad at an annual rata of -7.7 parcant duclng 
1982. vetaua -4.0 parcant In 1981. BC landing la pacttcularlr 
aanalllva to ehangaa In Intareat rataa charged by achat landars 
and to co^wdltT landing by tha CCC. 

TlMl CBBDIT STSTm LOAM WIALITT 

Tha Fadaral land banki and Federal Intataedlata credit banka, 
aa part of their aupatviaorr reaponalbltltj , ■aintain credit 
rerlav taaaa who revla* loana and credit adalnlatratlon and alao 
claaatC; loana In each aaaoctation on an annual baala. FC&'a 
Office of Bxaatnatloa Tevtava a aalact nuabar of aaeodetlona In 
each dlattlct during Ita annael exaalnatlon of tha bank to 
aaearteln the adaquaer of tha bank rarlaoa and pattlcularl; the 
credit claaalflcatlooa the bank* have aaatgnad tha aaaoclation 



..Google 



loan portfolio. Banks for coopcratlTe loana ara claaalflcd by FCA 
axaalaera a* pare of the roattna exaslDatlan pioccaa. SyaCen 
loana are thu* daadfled Into four quality tangaai 
1) aeeaptabla, 2) pToblen, 3> vulnerable, or 4) loas. 

Acceptable Loans Loana of Che highest quality 

ranging down to and Including 
those having significant credit 
neaknaases . 

Problen Loana Loana having serious eredic weak- 

nesses requiring sore than normal 
supervision, but believed to be 

collectible In full. 

Vulnerable Loans High risk loans still considered 

collecttbls but Involving proba- 
bility of loss in the event 
tepaynent frOB available sources 

Loss Loana Loans on vhleh all or any poTtlon 

ta deaaad uncollectible. These 
loans raprasent caaea In vhlch It 
appears that all or a portion ot 
the borrowec'a total indebted-; 
ness, including any previous 
partial charge-oft, vlll not be 
collected in full. 
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lB|ioituit factsTs eouldarad In elaailfylaf laau 1 



Th* Individual oc aatltr (IdmitIct 
■faaaac ability, axpaclaBca, ate*); 



■•pajTHDI upaclcr: 



n (nitpoa* or baa la of approval; 



ottarad or avallabla aa aacurtty. 

Udlclooally, a good daal of walfht li glvan to tha 
borrmai'a pacforaaoca on otbar loans hald bj tha Fara Cradlt 
Sjacaa and othar landara. 

During 1982, FCA loana daaalflad aa 'acceptable' dropped b;r 
7.4 parcanC to 77.2 parcant of loana outstaodlag. Ttia eoabtnatloo 
of "vulnerable' and 'loii' FCA loana totaled 1.7 percent above the 
1.0 percent le*el of 1978, and atlll above tha Bat recent (19T5) 

Syatem Loan Loaaaa 

Loan loasaa reprasant a final raault of borrcMer flnooelal 
dlfficolty that could not be overcoae throu|h loan sarvlctng. 
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Tbey reflacc loii en tha Srscaa aDd do not eoi 
■ubstantial lotsas Co the un>ucc*»ful boTTOwcrs. As of Jnoa JO, 
19SZ, Che aBount of Iobd loisa* Incrauad eompnti to 1931; 
howavei, tosses still raaalned sc a veij aaall peccencage of loans 
outiCandlni. 

For Che jeac andlng Deceabec 31, 1982. tha banki for coopaia- 
elTcs' loan loaaea totalid $10.6 alUlon. Thti tcpreaenCB .127 
percent of the total BC loans outstanding. During 1980, EC loan 
loiaea repTssaatad s nat gala of .008 parcaot of total loana . 
outstanding «b BCs rscelvad $858,000 froa tha ssla of acquired 
propatty. The follovlng year, BC lossas uountad to $12.2 
■llllon. This tepraaanted .13 peicenC of the total BC losas 
outatandlng foT 1981, Bacauae of tha oature of BC landing opera- 
tions, year-to-jcar coBparlaoni of BC loan loasaa do not provide a 
reliable Indication of either credit practices or of the gaoaral 
econoalc conditions of cooperatives. 

In coabioatlon, the Federal IntarBediate credit banks and 
production credit assoclstions raaliied approzlaately $lt0.4 
allllon on loss loans <O.TS percent of thalr loans outstanding) 
during the yesr ending Deceaber 31, 1982. This ves a substantial 
Incraasa ftoa the previous year's 944. Z alllion. 

Ths Fadarsl land bsok/Fadarsl land bsnk sssoclatlon write- 
offs of about $1.5 Billion Is slightlr above last yasr'a writa- 
offa in absoluta terse, hot constltutad onlF .003 percent of 
totel loana outatandlng. 
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Cr«JH Menltorltti 

la 198Z, pro*p*cci for ■ chltd coiuacatlva yar of dapra»ad 
{■ra pTleaa, Ion fat> iBcoat and hlataclcalljr U(h lacaraaC rata* 
halghtanad concarn fee the capajraanC capabllltlaa of fan 
boiTOwara. In aatljr 1982, tha Fata Cradll AdalnlBlratloa bafan a 
quaclaclf cradlt Bonltotlng proeadura. Infotaaclon la fatharad on 
aapacta of financial acraaa In afrlculcura, and ipcclflc data ara 
obtalnad on Taparaaot proapacta of taxm Ccadlc Syitaa borrovari. 
In an Incraaalni degraa of aanrlty, tha BeaaDrei available 
Induda rapajaanc racaa, aaounca of ratlnasctni, dallnquenc; 
rataa, and loans In tha proeaaa of liquidation. 

During 1982, Cha FU rapajaant rata laproiad sltfhtlF orat 
19B1, bat rawtnad algnlflcantlr baloa tha 197B-19S0 a*aTa(e. 
Oratall, TLB rapajnanta In 1982 Mara 71.8 patcant of tha 1978-1980 
averaia rata, covated irlth fifi.7 parcant for 19S1> 

The FCA collactlon rata for 1982 daellnad to 90.2 parcant of 
the 197S-I9S0 average, coaparad to 97.3 parcant for a year 
•atlier. Tha FICBa aatlaata that, on averaia, S to 10 percent of 
their currant borroHera mtf not qualify for credit In 1983. Tha 
reeaon soat freqaanttF cited bj landera axpeetloi to dlacontlatw 
borrovers wai aeonoalc condition! bejond the control of operator!, 
although poor ■anagoeant Has a' factor In aoaa caaaa. 

BC rapayaant rataa mra allihtly lower tbaa tha 1981 average, 
but ellll teuln high. For 1982, the BC rapaTMnt rate waa 98.9 
percent of tha 1978-1980 average. 
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Although the dcllnqiMdcr rata on Fam Cradlt Syata> loans 
l^rovad ■•■■aull; ■• 1982 pTogTaitad, tha loprovaaaut vai not an 
Indication that financial itraas waa aubildlng. Kataa van aboTe 
7Car-eacllec figures. Aa an cza^ile, the FLB delloqusnc; rata 
declined froB 3.3 parcant of outstanding loans at tha end of the 
first quaitcr to 2.3 percent at tha close of tha third quarter. 
HowavsT, tha actual niabar of dalloquant loans on Septeaber 30, 
1982, Increasad by 3,S9S to 15,396, coaparsd to a year earlier. 
The PCA dallaqusacjr rate was Z.7 paicant on Saptaabar 30, 1982 (no 
1981 data are available for coaparlson} . Tha FCA syataB had 
10,244 of 378,873 loans dallnquant on SaptaiOiar 30, 1982. 

The Boat ssTOre result of financial stress Is the swniat of 
loans that ara la the process of liquidation. As ■ percent of 
outstaodlng loans, both the FLBs and the FICBs reported a vary low 
level of liquidations. For FLBs, tha saonnt of loans being 
liquidated rose fraB.0.17 to 0.54 percent between SaptCHbar 30, 
1981, and Sapleabar 30, 1982. Over the aaae period for the 11 
reporting FICBa, tha rata tosa fros 0.58 to 1.51 percent. 
Although the rates Increased aubetantlellT, the absolute aaounts 
of $268 Billion In tha FLB aTstaa and $329 Billion sBong tha FICBa 
ere alnlBal rslstlve to total loans out at ending. 



Continued financial atreaa In the agricultural sector has 
forced tha Far* Ctadlt SjrataB to Bake sobs difficult decisions. 
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Th*«* daclilooa an bttiMen contlnuad lotbaatanea aod laltlatlag 
•clleni Ilut Bij laad ulIlHtaly to toradoauta. It !■ foTCnoata 
that tba ■aoaiaaaot abiUCf aad floaDclal coadltlon of tha *aat 
■ajortcy of tha Syataa'a borrnrara ara aucb that tbaia daditooa 
■lat ba Bada In only a nrj a>all auabar of caas*. aapaciallir ohan 
covarad to tba total ouabar at boticwara. 

FocacloButa should a laat raaort for aaj ea— atclal laDdat. 
but partleularlir for a coo[MTatlTa landar tb«t li ownad bj Itt 
■aabai-boT rowan. FarbaaiaBu BBana conaldarlag, on a caaa-bf- 
eaaa baala, wtaathar to ranaa, caachadula, dafar pajaaat, laasot- 
tlia or ochamlaa cantinaa cradlt foe borrouera «lio hava taaaon- 
abli proapacta for financial racovarr. 

Our Syataa'a poller !■ to eontlmia wotklog Hltb dlatcaaaad 
borigwars as lon| aa tbay ha*a any raaaonabla chanca at all of 
tccovary. It auat ba recognliad, howavai, that thara ara altua- 
tlons Hbara no raaaonabla proapact for raeooarr axliti, «hara 
continuation of cradlt Hill al^ly inciaaaa loaiai to tha faraar 
and to tha landing Inatlcutiona. Whaia thai* la no raaaonabla 
proBpact of profltabla opacatlona ualng boitowad fanda, all ara 
baat acrvad It Che borrooar liquidates the operation, paya off hla 
loan, and tdthdcawa hla raaalnlng aqultr. 

The cauaes of financial straaa la agriculture ahould not ba 
confaaed with Ita ayBptoaa. Tha cauae of todar'a financial atcaaa 
la tha iBbalanca of supply and deaand that torcee tara prlcee 
cloaa to or below production eoita. The prlca-eoat squaai* cuta 
the prof It a of aoaa faracra and forces ethera to auttar loasea 
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dapiDdlng upon chelr clTcinutances. The prospect of a fourth 
coniecutlv* year ot Ioh prices In the face of stable. If not 
Ttsini, coats auggesca that turchec setbacks will occur. These 
■etbacki mil Involve loiw llquldaClons of faning operations. 

The Fars Credit Sjistea adheres to ■ forbearance policy that 
is reflectad In the fact that reneuala and reflnanctnga have 
Increased ss a percentage ot loan activity. In 1982, FCA renawali 
accounted for an average of 32.0 percent of the noathly voluiu of 
loans aade. collared to 30.2 percent In 1981. FLB refinancing of 
nonresl astat* dabt hsa clataad a larger ahare, rising to 16.7 
percent of loans aade during the flrat 9 nonth* of 1962, co^ared 
to 13.3 percent In the first 9 mntha of 19B1. FLBa have alao 
shifted a greater share ot their fata lean funds toward refinanc- 
ing their own loans. FLB refinancing of FLB debt accounted for 
21.6 percent of fan loan funds disbursed during the first 9 
»nths of 1982, collared to 19.2 percent a year earlier. 

Forbearance is appropriate when the profitability of fsm 
peratlona Is te^orarlly lov or negative. There are circun- 
tances, however, where continuation of certain operations Is not 
n ch> beat financial Intarea^ of cha fara borrower or his lander. 
D BOSt cases, farKrs recognize this and sake adjustaents in 
hair oparatlODS including. In sone cases, liquidation of assets 
reduce indebtedness to a sore nanagesble level. In a few 
cases, foTacIosare action la iolttatad. Fortunately, aost Fan 
Credit SystoB foreclosure actions do not go to their ultlwste and 
~ forced sale of collateral by the courts. In calendar yoar 
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1982, FLBi, with 667,000 loam autttandini, took actions lenltlng 
la 3SS (oTacloaun (uctloas natloawld*. FCAi , with 378,000 
MBbeia with loani outitandlos, took actloai Chat rasulted In B70 
fata fOTecloauce auetlona natlonwlda durloi 19S2. Thli aaana 
that, avan undai coDtlnuad bad condition!, leaa than twatva ana- 
hnndradtha of one pateent (0.11998 percant) of the site than ona 
■lllloa Fara Cradit Syataa loam outatandln| att balni totaeloBad 
thiough auction aalea. 

Tha Sralaa's (otbaatance (>ollC7 ultlaataly aaana that It 
ahataa part of the risk of fan opaiatlons. Ttaa axtaat to which 
FCAa ahan the financial rlak of thalc bortovara ahowa up In 
loaaaa. Katloowlda, FCAa realliad aora oat loaaea on loans In tha 
paat 3 jaara than they did In total, froa thalr Incaptlon In 1933 
through Dacaabat 31, 1*79. Fortunatal^r, tha Fan Cradit Syataa 
had aade provlalona for potantlal loaaaa and haa abaorbad thaa 
without dlaruptlon of landing oparatlona or lapalraaat of tha 
STBtaa'a ability to aaat Ita obllgatlona to Invaatora. 

Hhlla parhapa attractlva la thaory. In Taalltjr the eoacapt of 
a blanket aoratarlua — It appllad to private landeca — haa 
potantlal foi doing great and uolnteaded hara. loevltabty, tbe 
effect WDold ba to tranafar tha rtaka and chraatan the aupply of 
credit to tha borrowar. lapactally for prliata cooparatlva 
landing Inatltutlooa like tha Fan CcadtC Srataa — which obtain 
thalt loan funda by selling aaenriciaa to InTastora — lapoalng a 
aoratorlia could create very aerloua aa wall as unique problaaa. 
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186 

There arc Biiiy teaiui* why the ■oratorliiB apptoach trt.ll ikot 
•olve th« cuTTtnc far* incoae crisis. In caras of tv*et upon tba 
?ara Credit SystaH, auch a poller nnild unwlaely: 

1. Erode the confidence of bond ■acket Invcitora, aa 
reflected both in pclca and availability of funds; 

2. Drive other private lendara — Including co^Krcial banks 
and insurance eoivanles — out of agriculture. 

3. Ivose even greater burdena on Oovcmaent prograna such 
aa FMA, the lander of laat rasart; 

4. IncTcaaa Fara Credit Systaa servicing axpaoses la order 
to protsct against further risk exposure and against 
erosion of the faraers' equity in their <Fra cooperative 
Ins tttu dons ; and 

5. Incraaae tha Inaediata coata to the Systan froB having to 
carry non-lncoB* producing aaaeta — in affect, forcing 
the Syataa'a sound owner /borroHera Into a position Of 
aubsldliiog and caking cha loaa for Chose in default. 

The net result of all these factors would ba hl^ar Intarest 
rates to fara borrowers and no aachsnlSB tor providing operating 
fundi to Chose affected by tha aoracorlua. 

Having axpraalad those concema about a blanket aoracorlua, 
at the saas Clas tha cooperative Fsra Credit Syatea raaalns fully 
co^itttad CO aaetattng its hard-preaaad aaaber-borrcmars. Ha 
certainly recogniis Che pllghc of Che notion's feraers caused by 
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■taadllf dadtnlng price* la ch* fae* at Boantlnf operating costs. 
In a stataBaDt adoptad at Its Baatlng haic In Uaihlngton last 
fi*A, tha Fsdaral Pata Credit Board taafflned tba SjrBteB's loD| 
standing poller of forbaaranea — atlcklng with a borrottar as long 
as there appaara to be any raasooabls poaalbllltp of wocklng out 
of financial tniubla. 

I hava with as a copy of Che full text of that scacaaanc aada 
b; OUT polICTBaklng Fadaral Board, and I offer It for Inclusion In 
the record at this point. But let ■> also briefly suasrlie what 
It said. The Board called for stroDg aaphaels on appropriate loan 
servicing that will benefit borrowera who are cooperative, and 
■aklng an honest effort to naet the conditions of their loan 

Loan servlelng treataenta by Fadaral tend banks, tba Srstaa's 
long-tera aortgage leaders, could luclode: 

■InforBal forbesrsnce. wtaich Is slwply allowlag >ore tlae for 
the borrower to sake Che loaa pajFasntj 

*deferBent of prlnclpsl. rsqulrlog the borrowsr Co par only 

*BBDrtlEed sxtsnaloa, which provides for a alsaed psyasot to 
be aaortliad over a period of tlBs; 

*teaBortltatlan or redlsCTtbuclog the loen balance cbcoughout 
tha taaalalDg life of the loan and lowering pajaants; and 

^voluntary liquidation, which allows the borrower to convert 
equity Into cash during an agreed upon tlas period. 
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Much Che aane proeadurci alght apply to botiiMeti ttem 
production credit assoclatlooB , tha Syataa'a ahort- and 
incanwdlata-tcra landac. Ttiay could laelude: 

capital aaacta arc sold to provide rapayaent( 

■retlnanclng to longec pay back taras; and 

*reaeH lato Cha borrouer'a aimiul operating loan. 

In pladglog the Syaten's lupport, the board alao reeognlied 
thai ataylag with famera In difficulty uat be balanced agalnat 
the Intent of Coograaa of Balntalnlng ■ viable credit delivery 
■yataa and the aaceaalty of aalntalning the reputation' of Fara 
Credit securltlea In the nation's' financial aatketa. 

Being cognliant of the cooperative nature of theae lending 
Inatltutlona, the board laaliiaa Ita continuing obligation to 
protect the Intereat of all bottOHeta — both preaent and future 



CCTMENTS OH B.R. 1190 

Mr. OialTBin, I cooaend you and the Ranking Minority HeHber 
of thia Subco^iittae, Mr. Coleaan, for your poaltive efforta, 
through the latroduction of thla bill, to addceaa soae of tha 
najor probleH that ultlnately affect all of ua vfao are Involved 
m agriculture and in agricultural landing. We view H.R. 1190 aa 
a aarloua and coaatnicClve attaapc on your part Co deal vith a 
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vaty ■•tloua ■Iciuclon. In chsc ttmt aplilt, t VBald oftar a tm 
brlaf, but hopafulljr conatmctlva, eoBaanta on caTCaln at Its 
provtalona, avail thoufh thay aay hara aa dlract appllcatlaa to 
lutttuCtoQi of tha Fan Ctadlt iTataa. 

Flrat of all, ao thara ta so slaundarataBdlBl, Ut ■■ iwtata 
■hat la today tba ovarrldlng pToblaa tacad by tataara. That 
problaa la not eradll, but rathar eradltirarchlnaaa that arlaaa 
froB too Bany yaara of poor prlcaa aitd lo« nat Incoaa. Cradlt, In 
that aanaa, la no aora than a taaporary brldfa for thoaa who can 
aurrlT* until t»rm loeoaa laproraa. Wblla canalaly cradlt 
raailna *ltal, aalTatlon foi aoat taraara la Mat araaa vlll only 
eoaa fcoa a atroag doaa of Ineraaaad laeoaa. 

Aa I ladlcatod aarllar, ao aatlaatad 5 pareant of enrtant 
Fai> Cradlt Syalaa borrawara will probably ba unabla to obtain 
furthar ftiuncing for thla crop yaar. TNo latportant provlaloaa of 
tba Jonaa-Colaaao bill appaar to bo alaad at thoaa borraaara %» 
■all aa atallarly altuatad borrooara froa othar coBarclal 
laadara. In addition, tha bill la alaad at a cartaln auabar of 
dlatraaaad boirovara alraady In Fd^ portfolloa. 

Tha tlrat of thaaa kay proylalona would aaka avallabla an 
additional $200 allllon In eparatlof loana to an twU, boTTMnra; 
tha aaeood aould raqolra tha axpandltura of S600 alllloa Is thla 
flacal yaar to Talvl*>*°t tha •conoalc aaariaoey prograa. FC* 
alraady ancourafaa Ita banha to raeoBHBd and pnraua altarnatlva 
■oureaa la thoaa ralatlvaly faw caaaa whara tbay ara foread te 
dlaeoatlnuc offering credit. It would cartatnlyba our Intention 
to continue working cloaaly with othar potential lendara, auch aa 
FitfA, In trying to bridge tha gap for thoia borrovan who ara no 
longer co^rdally eradltworth; . 



..Google 



In the ca>« of th« addltloul $200 ■lllloo Id oparitlng loan 
fund* eanurked fee new FaHA borrouec*, chare are unaniHered 
queatlona auch aa (1) whethet FnHA haa the ataff ceaoucceB to 
■ervlce then; and (2) hou lacge Che category of bDiroveiE might 
be, aaauBlng an option exlats Co take an FnHA guarantee and keep 
the account with a co^rclal aource. It ahould be noted that a 
large aBOunt of CoTernnent funding will be going nut thla year to 
borrowers of all altea through CCC or regular loan prograau. 
Alao, the new payaent-ln-klnd (PIK) progran nay reduce sonewhat 
Che need for operating loans. Dtllizlng PIK could be a desirable 
atraCcgy on che part of aoae borrouera targeced by thla bill, 
becBuea It would reduce operating loan requlreiienca to those 

With respecc to other specific provlstoos of the bill, the 
adjuacnent In operatlDg loan llalca aecaa reallsclc, and keeping 
the higher Halt on guarantees focuaea FnHA' a appropriated 
reaources on Che laallest borrowers. Thla higher guarantee Unit 
ellBlnatea, for borrowers In Che $200,000 to $400,000 range, the 
option of the direct loan at a lower InCereat or the guaranteed 
loan at a higher race. It thus addceaaee In a aenalble way the 
Che aponsora' concern about the lack of success to date with these 
guarantees. Unless and until, however, FbHA Interest races are as 
high as coaMerelsl lenders will aak when Mklng a gaaranCec, there 
is not Huch likelihood chat borrowers needing $200,000 or less 
will uae che guarantee approach. 

Ae for Che section on consolidation and rescheduling of 
loans, 15 years Is an eatreBsly long period over which to awirtlEe 
operatlDg debc. Perhaps anjr such action should be evallablc on a 
oae-tiH-ooly basis. Otherwise, one has a perpetually Increasing 
operating debC aa a poaalblllty ~ not a very aound prscttcs. 

With those ganerel obaervations, Hr. Chalnian, 1 conclude ^ 
stataBent. If you or any of the Subco^ilctee Heabera have any 
follow-up questions, I will be aore than happy to respond at this 
tlae or In the cooing weeke aa we continue out dialogue on farm 
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TESTIMONY BY KATHRYN J. WALLER 

on behalf of 

THE RURAL ADVANCEMENT FUND/NATIONAL SHARECROPPERS FUND 

before 

THE HOUSE AGRICULTURE SUBCOMMITTEE on 

CONSERVATION, CREDIT and RURAL DEVELOPMENT 

February 14, 1983 

My name is Kachryn Waller. I am Executive Director of the 
Rural Advancement Fund/National Sharecroppers Fund <RAF/NSF) 
based m Charlotte, N.C. RAF/NSF Is a 46-year old organization. 
We were founded by Dr. Frank Porter Graham, a former U.S. Senator, 
and others during the Depression Co give assistance to Southern 
tenant farmers and sharecroppers. Today we see our mission as 
serving and promoting the well-being of the family farm. To this 
end ue conduct a variety of programs working directly with small 
farmers in rural communities in the South. We work on public 
policy issues which affect family farmers, and we produce a variety 
of educational materials. 

I want to thank Chairman Jones and other members of the 
Subcommittee for the opportunity to express our views on H.R. 1190, 
the Emergency Agricultural Credit Act of 1983. 

LIMITED RESOURCE LOAN PROGRAM 

We are particularly pleased to see the bill's provision 
requiring that at least 20 percent of FmHA's farm ownership and 
farm oper'ating loans be made to llmLted resource borrowers. 
Since 1978, the Limited Resource Loan Program has provided much- 
needed credit to qualified low-equity and beginning farmers who 
would otherwise be shut out of agriculture. The Limited Resource 
Loan Program fosters opportunity for young farmers who are trying 
to get started, and It helps preserve the vital role of our nation's 
small family farmer. 
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Ue support Che bill's requirement that all FmHA borrowers be 
notified of the existence of the ILnilced resource program, as 
well as procedures for qualifying as limited resource applicants. 
In recent months ue have discovered that many FmHA borrowers 
are not routinely informed about the availability of the limited 
resource loan program. A H.C. farmer who contacted our hotline, 
for example, was informed by his county supervisor (FmHA) that no 
such program existed. Written notification of all FmHA borrowers 
will be a very important step in alleviating this problem. 

In addition, we would like to take this opportunity to 
poiDt out other areas where the Limited Resource program can 
be reformed and strengthened to better serve the nation's be- 
ginning and low-equity family farmers. 

1. Lack of Minority Participation in the Limited Resource Program 
The Rural Advancement Fund/Hatlonal Sharecroppers Fund 
Is especially concerned about the lack of minority parti- 
cipation in the limited resource loan program. One year 
ago, the U.S. Civil Rights Commission released a 196-page 
report entitled The Decline of Black FarminR in America . 
The report called for immediate Federal Intervention to halt 
the alarming rate of black land loss. It was especially 
critical of the Farmers Home Administration, concluding that 
FmHA has "failed to advance, and in some cases may have 
hindered the efforts of black small farm operators to re- 
main a viable force in agriculture." 

In 1981, blacks received only Z.VL of the total dollar 
amount loaned through FmHA's farm credit programs. And the 
proportion o£ loans made to blacks in each farm loan program 
actually declined between 1980 and 1981. To date, the U.S. 
Department of Agriculture and the Farmers Home Administration 
have not taken steps to address the Civil Rights Commission's 
findings and recommendations. 
The Farmers Home Administration should play an Important 
role in assisting many black farmers, as it was established 
to help low-income, minority and otherwise disadvantaged 
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ners. Yet, according to the Civil Rights Commission Report: 

Even Che limited resource loan program has not been 
administered to the benefit of black farmers. The majority 
of black FmHA farm loan borrowers are not provided these 
low-interest, limited resource loans, but instead receive 
Chelr loans at regular Interest rates. In some states, 
black borrowers received proportionally fewer limited 
ms than white 



There are Indications that FmHA may be Involved In the 
very kind of racial discrimination that it should be 
seeking to correct. Perceptions held by black farmers 
and community-based organizations, along with complaints 
and compliance review findings and analysis of limited 
resource loan data all suggest Chat FmHA, in some instances, 
contributes to the problem rather than to its amelioration. 
( The Decline of Black Farming in America , p. 182) 

The crisis facing black farmers was poignantly described 
by the U.S. Civil Rights Commission as a "blight on the conscience 
of this nation." Though the Subcommittee is fully aware Chat 
the majority of U.S. farmers are struggling to break even In the 
current farm economy, our nation's black farmers are faced with 
virtual extinction by Che end of this century. Perhaps the 
Issues we have raised are beyond Che scope of today's hearings- 
Yet we urge Congress and members of the Agriculture CcHnmlttee 
in particular, to examine Che administration and future dlrecCion 
of the limited resource loan program, to ensure that it is 
fulfilling the purpose which Congress intended. 
2. LlmiCed Resource Loan Money Unspent in FY 1982 

Over the past year, Che situation for all limited resource 
farmers, black and white alike, has worsened. In FY 1982, the 
Fanners Home Administration failed to distribute almosC half of 
the Limited Resource (LR) loan money which was available for 
low-equity and beginning farm borrowers. This was Che first time 
Chat FmHA failed to meet Congress' limited resource quota. 
Nationwide, over $120 million of the total limited resource 
allocaClon went unspenC. At a Cime when credit is tight and 
farmers are facing severe economic hardship, FmHA's failure to 
administer Chese funds Is particularly tragic. These are just 
a few examples: 
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* North Carolina has a greaCer number of black farmers 
with sales over $2500 than any other state. It is 
second only to Texas In the number of small farms. 
Yet only i3l of the limited resource operating loan 
money was allocated. Over $6 million went unspent 
in FY 1982. 

* In South Carolina, only G8X of the limit 
operating loan money was allocated. Ovei 
went unspent in FY 1982. 

•■ In Texas, only 62% of the limited resoui 
loan money was allocated. Almost fl2 ml 
unspent In FY 1982. 



To further its own goals, FmHA's limited resource loans must 
be made to the right people for the rtghc purposes. 
He recommend that; 

- For purposes of eligibility, a more specific definition 
of a "limited resource borrower" be established by statute 
and uniformly applied by FmHA. 

- FmHA adopt procedures prior to a given program year which 
will encourage and promote participation by potential limited 
resource borrowers (especially beginning and minority farmers). 

' Steps be taken to ensure that FY 1983 limited resource 
loans will be fully and equitably allocated. 

LOAN DEFERRALS 

RAF/HSF strongly supports the provision for loan deferrals 
for FmHA's family-size farm borrowers, as described in H.R. 1190. 

On the basis of our recent experience working with FmHA 
farm borrowers in the Southeast, we believe that FmHA has not 
adequately implemented the 1978 law (7 U.S.C. 1981a) which gives 
them authority to grant deferrals. Discrepancies currently 
exist from county to county and from state to state. FmHA borrowers 
are not uniformly notified about the existence of deferrals and/or 
other types of servicing relief. The following are just two 
examples of serious problems which we believe are widespread: 
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In one insCance, a 35 year old black farmer from north- 
eastern North Carolina requested a deferral from his county 
supervisor In December, 1982. This particular farmer had 
borrowed from FmHA for 4 years, and was delinquent on his 
operating loan for the first time. When he submitted a 
written request for a deferral, to his county supervisor, 
the FmHA employee replied that he did not know any such 
law existed — and he asked the farmer to provide hira 
with a copy of the complete statute. 

In another case, a hog farmer from Johnston County, H.C. , 
learned about the deferral option after calling FmHA In 
Washington, D.C. After hearing the details of the farmer's 
case, the FmHA official In Washington suggested that he 
request a deferral from his local FmHA office. The farmer 
submited a written request for a deferral in September, 
1982. The farmer received no response. Five months later, 
just two weeks ago, this farmer received an acceleration 
notice— an official letter Informing hloi of FmHA's 
intention to foreclose. 

The bill's proposed amendments to the Consolidated Farm and 
Rural Development Act will serve to strengthen and clarify 
FmHA's loan deferral policy. Requirements for notification of 
all farm borrowers, and the right to appeal a decision that 
denies relief are important provisions of the bill which we also 
support . 

FARM OPERATING LOANS 

RAF/NSF commends Chairman Jones, Rep. Coleman and other 
Congressional sponsors of the Emergency Agricultural Credit Act 
for their legislative efforts to alleviate the severe credit 
problems facing U.S. farmers during this economic crisis. 
The infusion of additional funds, as provided by H.R. 1190, will 
enable FmHA to expand Its role as "lender of last resort" in the 
farm commuolCy. 

We question, however, the bill's provision for raising the 
limit on FmHA-lnsured operating loans from the current $100,000 
to a new celling of 1200,000, as well as the Increased limit 
on guaranteed loans from $200,000 to $400,000. 
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Ue believe that the current limits on operating loans are 
realistic, and should be preserved. Without a doubling of the 
total amount of operating loan money available, we fear that 
Increased loan levels will enable a small number of larger borrowers 
to exhaust the supply of available operating money. If the 
current loan level Is preserved, a greater niimber of farmers 
will be served by these additional funds. 

Current ceilings on PmHA farm operating loans are appropriate 
to serve the Agency's traditional clientele of family farm 
borrowers. Without this limit on loan levels, FmHA risks becoming 
a lender for oversized, over-extended borrowers who may not 
necessarily benefit from additional operating capital. RAF/NSF 
believes that FmHA's original public purpose to serve the nation's 
family-sized farmers can best be met by preserving the current 
limits on FmHA's farm operating loans. 

ECONOHIC EMERGENCY LOAN PROGRAM 
H.R. 1190 proposes to re-activate the Economic Emergency 
loan program. While we recognize the need for additional 
credit in the farm sector, we question the distribution of funds 
through the Economic Emergency (EE) loan program. 

In the past, the EE loan program has not Included a family 
farm size requirement, nor has it placed a ceiling on the total 
amount of EE funds which could be loaned by an individual borrower. 
As a result, FmHA opened its doors to larger than family-size farm 
borrowers. In many cases, EE loans have gone to farms that far 
exceed the size necessary to achieve full efficiency. FmHA data 
shows that 40.9% of the EE loan money went to farms that exceed 
$100,000 in gross farm sales. A 1981 USDA report on FmHA lending 
priorities concludes, "Economic analyses reveal neither gains In 
economic efficiency to farmers nor lower food costs t 
from making subsidized loans to Che larger farms." 

Ue recommend that the Economic Emergency program be 
re-activated with a family-size farm requirement and a lof 
ceiling of $100,000, 

Thank you for your consideration of these issues. 
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Stateii«nt by Repreaentatlve Bill Alexandar 
House Asrlculture CODmlttee, SubcoBmlttee Conservation and Credit 
^ February 14, 1983 

Mr. Chairman: 

I am pleaaed to be able to present this testlBony regarding 
the emergency situation facing faniers In ay district who 
■ay be unable to secure adequate agricultural credit In 
1983. 

I do not need to repeat the sequence o£ dlsasteroua events 
which have brought us to the current crisis. I have done so 
on other occBslona and so have aany In this body. We are 
beginning the fourth year of the agricultural depression In 
my district and nany of ay producers -are near the end of 
their rope. We muat throw them a lifeline that will prevent 
their pemanent exodus from agrtculturel 



„j „^^^»,^..^=, J. ..^.^ „,,[jolnted several citizens' 

advisory committees during the past two months. The first 
one of those was a farm credit advisory committee composed 
of farmers, agrlbuaineasmen and bankers familiar with the 
agricultural credit situation in the First Congressional 
District of Arkansas. 

The committee met in late January under the chairmanship of 
Mr. Ed. Cherry of Joneaboro, Arkansas. Mr. Cherry Is an 
active farmer, businessman and former state director of the 
Farmer's Home Administration In Arkansas. The committee 
reported to me that between 15 percent and 25 percent of Che 
farmers In my district may ultimately be denied credit 
this year due to the inadequacy of their equity and 
collateral or the lack of positive cash flow projections due 
to depressed farm prices. 

This staggering figure Includes those facing possible credit 
denial by banks and other commercial leaders , Che production 
credit associations, and the Farmer's Home Administration. 

I asked the Advisory Committee to come up with 
recommendations on how best to keep productive and 
successful farmers in business despite the dreadful economic 
climate of today. 

The Committee was unanimous In the view that todays farm 
depression can be laid at the feet of government and that It 
is the obligation of Che government to provide relief. 
Political manipulation of export markets, grain embargoes, 
disastrous fiscal and monetary policies and deliberate 
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cheap £ood policies by the govemnenc were Identified as 
major causes of Chelr dlleama by the Comnltcee aembera. 
They were unanlnous In the view that faraera were the 
victims of theae misguided policies and that they could not 
continue In bualnesa under these conditions. 

for those facing denial of credit by their lenders, the 
decision to liquidate farming operHCtona will he made for 
them unless Congress acts to provide relief. Those 
decisions are being made in my district each day and every 
day brings -new telephone calls and letters to my office 
pleading for assistance and relief. 

The Committee also reported to me that they no longer 
believe the Farmer's Home Administration Is adequate to 
effectively handle its existing workload and still provide 
any meaningful assistance to new borrowers denleil credit by 
other lenders In other words, even though FmHA remains the 
"lender of last resort," it Is unrealistic to expect that 
the agency can absorb large numbers of new borrowers FmHA 
county supervisors Bimply do not have the time nor the 
capability to service a greatly expanded loan portfolio. 
There is plenty of evidence In my district that they have 
more to cope with now than is realistically possible. 

Furthermore, the Administration has not provided any 
assurances that It will e^itend credit to a new class of 
borrowera. Therefore, those denied credit by private and 
commercial lendera are finding themselves caught between the 
public and private systems of credit with nowhere to go. 

There Is a solution to this dilemma which I believe we can 

provide through a legislative remedy. It would provide a 
temporary bridge between the public and private credit 
systems, ualng the existing authority ot Che FMHA to provide 
loan euaranteea in cases where producers would otherwise be 
denied adequate credit by commercial leaders. 

The solution advanced by Che farm credit advisory committee 
In my district can be found in title I of H.R. 1311, a bill 
1 introduced on February 8. This bill authorizes the 
Secretary of Agriculture to contract with the Tarm Credit 
System to provide administrative assistance in ImplemcnCing 
loan guarantees which are already In existing law. 

The Farm Credit system, through the local production credit 
associations and federal land banks, has offices 
representing every farming community In America. They are 
efficient and effective in the delivery of credit service Co 
chelr borrowers. 

The bill specifier Chat the Secretary shall enter Into 
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agreenenta to provide loan guarantees vhen a faraer !■ 
unable Co immedlacly Make paynenta on his IndebCedoeaa due 
Co circuostances beyond his control. If he la facing 
foreclosure due Co an inability Co obcain credlc or credlc 
refinancing, Che guaranCeed loan auChority specified in Che 
consolldaCed Fan and Rural Development Act (7USC 1942 (a)) 
would be made available «a ■ means of keeping Che farmer In 
buBinesB. 

The bill alao provides chac chere trill be a deferral of 
payments of principal and inteceac until September 30. 1984. 
AC that time, it would be Che InCeac of Chla leglBlatlon Co 
provide refinancing and repayment terms conslstenC wlch the 
financial situation of the farmer. 

The unique aspect of this legislation is chac the Farmers 
Home Administration could call upon Che assistance of the 
Farm Credlc Systen Co make these guarantees available In 
chose areas where Che FnHA offices have reached Chelr 
maximum effective workload. The costs of doing so could be 
bullc InCo Che loan guarantee and no more than 90 percent o£ 
Che principal and iotereat would be guaranteed by Chla 
procedure, as In Che existing law. 

Finally, I urge Che subcommictee to act quickly on the 
reauthorization of Farmers Home Administration legislation. 
The proviaion in last years FmHA reauChorlzatln bill which 
prohibits foreclosure of FmHA loans la found In title II of 
H.R. 1311. I urge that the Houae act with dispatch on this 
proposal to prevent the termination and Foreclosure of large 
nuabers of farmers across Che counCry. 

IC is my view and ChaC of mosC farmers In my Congressional 
DlsCrlct that emergency farm credlc leglslaClon musC be put 
on ■ "fast crack" if we are to prevent the liquidation of 
thousands of farm operations, particularly In Che Southern 
States. Those farmers are the victims of a farm depression 
made in large part in Washington, D.C. and Chey are looking 
to us for relief. 
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national grange 



^8^ 



Dear RapreMnlatlve : 

Th* National Granga Is pleawd to have thi* opportunity to comment on farm credit legis- 
lation panding before the Houh of Repretentatlve*. We urge quick action on form credit 
leglilatlon thai will provide financially dlitrewed produceri with sufficient funds to carry 
them through one of the worst economic periods In the history of American agriculture. 
However, we do not believe that the aolutton to today's agricultural depression can be 
solved limply by providing usier and cheaper credit to the nation's ftrmers. In fact, part 
of our problemi have been caused by easy ecceis to credit without due consideration given 
to the borrower's ability to repay. 

In general, the NatlonBl Grange has been pleased with the Improvemant In the (^eratkin of 
the FmHA farm loan programs. We have made repeated calls for more emphasis to be placed 
on loan programs that serve production agriculture and lass on nonfarm loan programs. 
Therefore, we support the slimlnBtion of. or reduction in, FmHA nonfarm loan programs. 

The Grange, along with many members of Congress and other farm orgenliatlons. has been 
critical of Farmers Home for the long delay In obtaining loan approval and the lack of super- 
vision from FmHA state and local offices of farm ownership and operating loans. The work 
k>ad caused by the supervisors of nonfarm loan programs Is partially responsible for the 
breakdown of farm loan supervlskm. We have seen consldsreble Improvement In the time lag 
between appllcatkin and decisions on farm kians and In management assistance to FmHA agrl- 

Itnue Its oversight authority over the general operation of the Farmers Home Administration 
to assure progress In adding family farmer. Only In this way can FmHA borrowers be 
graduated to other nongovernment lending institutions. 

The National Orange has requested from this Administration and the previous Admlnlstra- 
tkm that a Farmer Home Task Force be appointed to conduct detailed study of the Farmers 
Home Admlnlstratkin. Such a task force should concentrate It study on loan programs 
administered by FmHA, loan polklas that guide k>an declskins and better utiiliatlon of local 
FmHA committees. The task force should be composed of representatives from FmHA state 
and local offices, local FmHA committees, borrowers and other financial Institutions. The 
goal of the task forca should be to mke FmHA more responsive to the credit needs of 
family hrmars and beginning farmers. 

He are In general agreement with the actkms taken by the FmHA in meeting the credit 
crunch that exists among certain segments of agriculture. However, we do not believe 
that the financial sitUBtkm in agrkuitura calls for a mass Infusion of cheap credit. We 
have criticlied the Farmers Home administrators that not enough emphasis has been placed 
on Informing the tiorrower of the alternatives available to him when his/her loan becomes 
delinquent or his application Is denied. The directives may go forth from Washington but 
there has been little follow- through to sea that the directives ere carried out at the state 
and local level. We believe that more authority placed in the local FmHA committees could 
improve upon this area of administration of FmHA farmer loan programs. 
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operating Leanm ^ Tha National Cranga will aupport Incraaiing Iha total aaount of funds 
available for oparating loan* In fiacal 1983 and 1984. Howaver, wa do not agroa that the 
Individual loan Mmita need lo be Increaiad to tha lavali In K.R. 1190 or those pnipoaed by 
the Admlnlstrallon In the Fy<8« agriculture budget. The proposed Increaiei would benefit 

mo from FmHA. 

Loan Defferal Tho I 



■ ludgment placed on FmHA. It can be subject to a court's Interpretation which could lead 
to a moratorium on all loan repayments, we therefore must oppose any further raatrlctlont 

on the discretion of the Secretary of Agriculture. 

Economic Entcrqency Loans: The National Grange t»llav«s that there Is a need for an EE 
loan program to meet the present aniergencv that has been created by the econoMlc strata 
agriculture Is experiencing. A very large group of farmers find thonselves In a position 
of not being abia to secure financing from their usual cooinwrical sources and are too 
large, either In tha slie of tha loan required or do not qualify under FmHA definition of a 
family farm. 

The problem is being addressed by FmHA by proposing to 
limits and changing their definition of a family farm so at 

At we have stated, we are opposed to increasing (he loan iimn ana are opposea lo cnanging 
the 9lie definition. The FmHA hlttoricaMv hat bean the lender of last resort for family 
farmers unable to acquire needed capital from conventional lending sources. But caution 
must t>e exercised to avoid granting undue advantage to large operations at the expense of 
lamlly-sized family units. We do not want to see the FmHA move from this traditional rola 
and become the lending agency for large commercial farming unitt. Increasing loan linttt 
and changing the slie definition could be the atari of tuch an agency. 

We would therefore tupport a mandatory, thort-term EE loan program to meet the atx>ve 
referred to credit gap. We do not iMileve the funds need to tie Increased tieyond the pra- 
tant $a>0 million authorliatlon. We also would recommend that the Individual loan limit be 
tet at SIOD.OOO. 

Disaster Emergency Loans ; The National Grange supports an Emergency Disaster Loan 
program at a part of the FmHA loan programs available to farmers. But again, caution 
mutt be used in setting up or continuing ED loan programs. The credibility of tuch pro- 
gram* must be preserved if they are to ' 
fllcted on agricultural producers. We w 
of the loan that would be eligible for las 
eligible, a borrower must meat the historic FmHA credit elsewhere test. 

We appreciate this opportmlty to preteni the views of the National Grange. 



CciiuOML Q^dJUAJiO 



le of Representatlvet 
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Consrutf of tfie Vntttb AtotM 
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on Rgciculture 



pcoblenB aaaociaca 






E Mr. Dailey'B farm. The Pro- 






of your he 
to ni- cona 
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4adisoo County J 



20515 
Dear Mr. Wylie: 



February H, 1SB3 



ted. I had no outside help like inheritancf 



Prom 1966 to 19B0, I 


worked closely «ith PCfi In building 


my farm operation, always 




own home and my wife has 


assisted with her off the farm em- 


ployment. 




During the past four 


years, my wife, Pam, and I have trie 


to improve agriculture in 




pation in Farm Bureau. W 


e have traveled to both Chicago and 


Washington, D.C., promoti 




by a local Jaycee Club as 


"Farmer of the Year' several years a 



Grain embargos, two years of disasterous weather, high inter 
rates and the unexplained change in credit policy of the PCA have 
30t me, as well as my family, and neighbors in severe financial 
trouble . 

For the past two years, my family, neighbors and other PCA 
stockholders have been trying to bring attention to these problert 
ind search for solutions. The PCA system has retaliated with 
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1 of n 



ing oper 



When my crops were harveated in 1981, I put the coin in 
the Cocn Reserve Program and the beans under Government Loan. 
The proceeds went to PCA on my indebtedness. I fell short of 
paying my operating loan because of the late spring in central 
Ohio. We could not get into the field until May 20th and the 
yeilds were very low. The large U.S. crop depressed the price 
so it made the conditions even worse. High costs and interest 
rates haven't helped. There is not enough profit to cover risk, 
even with good crops and good prices. All farmers face this 
dilemma these conditions are beyond our control. 

ftfter paying PCA all of the proceeds from the crops, I went 
to talk to them about my remaining indebtedness and what to do 
about it. They said we are here to listen to your proposal. At 
Chat time, the balance on my operating loan was approximately 
$278,000 and $97,000 on machinery. I had a third loan on a second 
mortgage on a farm which I owned 1/2 interest in for S73,000, my 
share. I had just made the full payment on it, so it was taken 
care of for another year. I told then In order to pay them back, 
I would need to maintain my 1400 acre fam operating. The rent 
was due- on a 400 acre farm I was renting on January 1, 1983. 
They said they were not making 1983 operating loans until farmers 
went through the Farmers" Home Administration and got their dis- 
aster loans and gave the proceeds to them. The Farmers' Home 
Administration was backed up and we knew it would be planting 
season before this money would come through. I explained to them 
that 1 would lose my 400 acre rented farm unless I could assure 
the landowner that PCA was going to finance me another year. They 
■ told me that they would put an application in for an additional 
advance on my 19B1 loan to pay my rent on the 400 acre rented farm. 
This was around the first week in January, 1982. My request for the 
land rent was turned down. I requested that they reconsider it and 

In the meantime, I was trying to work out a way to make the 
payment on my $97,000 machinery loan. A friend told me about a 
machinery dealer that was giving excellent deals on machinery, 

my 197B Model 7700 John Deere Combine, my 1978 Model 10B6 IH 
Tractor, my 197B Model 4586 IH Tractor and my 1971 Model 1066 IH 
Tractor, they would completely pay off my machinery loan at PCA. 
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all they had to do for payoff, was release their liens on those 
four pieCBB of equipment and the lodn uould have been paid in full, 
and they would have retained the liena on the rest of my machinery. 
The local market on these four pieces of equipment had already 
dropped about 50% and this was far more money than it was worth 
to PCA. The machinery dealer in turn would loan me money to re- 
place the equipment with theirs and the debt would have been re- 
scheduled. My County Loan Manager talked over the deal with the 
Columbus Office. They refused to release the liens so I could 
put the deal through. I appealed for reconsideration, and again, 
they declined to release the liens. I told them If I was going to 
be able to pay my debt, 1 needed their cooperation. 1 told them 
T did not know what they were thinking and that they needed to 
talk to me so I had some idea which way to go so that I wouldn't 
do something that would upset them. They stated, "We're here to 
listen to your proposal". So, 1 continued to work in my Farmers' 
Home loan and continued looking for ways to cut costs and ways to 
stop the runaway interest. In March, I sold my soybeans and turned 
the proceeds over to PCA after paying off my CCC loan. In April, 
I sold ray 1/2 interest in my 735 farm because the first lien holder 
jumped the interest rate from 10 1/4% to IB*. This made the pay- 
ments too high to cash flow. I worked out a deal with my partner 
to pay off the first lien holder, a Savings and Loan Co., and 
PCA's second lien of $73,000. That cleared that loan up. It also 
paid off a 555,000 PCA patronage loan made with the Ohio Grain Co. 
for fertilizer and chemicals- At the same time, I worked on a 



plan to 


rent the farm from him so I could show repa' 


/ment on my 


Farmers' 


' Home loan. That plan seemed to free thlngi 






i able to work with me. All this time, I wa, 


B talking to 




Ing to get some kind of indication as to «hai 


t they expected 


from me, 


, and they were still saying "We're here to : 


listen". On 


April If 




sals and were 


able to 




• Home would 


propose 


to loan me money to pay my 1) Federal Landbi 


ink payment of 


$21,414, 


, open accounts of 830,625, PCA debt reduction of 5179,000 


and annx 


lal operating of S102,250, so I could contin. 


je farming. 


2) PCA would have first lien on chattels In the amoi 


jnt of S 97,230, 


3) Farm. 


irs- Home would have first lien on 1982 crop: 




4) Farm. 


!rB' Home would have first lien on all equipment behind 


S97,230 






5)Farmei 


rs' Home would take real estate mortgage on my 191 acre 








:eded to sign a nondisturbance agreement as well as Federal 


Landbank and Ohio Federal (Ohio Federal had first lien on my house). 


Thj 


.3 plan would have allowed for partial paymei 


■It to PCA at the 








' Home Administration, they should give us a 


long-term non- 




ince agreement, that way they would not foret 


Dlose on me six 


months i 


ifter getting their money and leave Farmers' 


Home holding 


the bag by not giving me a chance to pay them hack. 


I also told 
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C ny operating 
3W Farmers" Home 
3 have a second lien on my chattels nor would they release the 
!cond lien on my ho^ise. Needles to say, without the security/ 
armers' Home could not make the loan- 
Farmers' Home then made another proposal to loan me operating 
in -disturbance agreement for 1982. 
1 full within 28 days or they would 
foreclose on me. With the Farmers' Home proposal. PCA would have 

my equipment of S97,280. A total of approximately 5280,000. 
Because of poor crops and forced sales of farms and machinery, 
values had dropped about 501 on these items and PCA could only 
have received about $100,000 from me by foreclosing. It was 

concerned about the stockholders and could see that this was not 
fair to them. I called the Farm Credit Administration in 
Hashington, D.C.. They in turn called the Louisville Bank. The 

the State Supervisor and Jim Shiley, CPCA President. I sat down 
with them in my home and vent over my financial statement and 
value of my assets at a forced sale at that time. I brought out 
the fact they would only come out with a little over 5100,000 
through the forced sale and if they would go along with the good 
Farmers Home proposal, I thought the Farmers' Home would still 
go along with it; and that if they had worked with me that they 
would have had all of their money by now, by having accepted the 
machinery deal in January and the Farmers' Home proposal in April. 
They responded by saying that it was clear that I had spent many 
hours working on my loans, but they could not see where PCA had 
done anything wrong and left by saying that I had a big problem. 

received from the Ohio Grain Co., I had sold mortgaged grain 
and not paid the PCA the money over and above the CCC payoff. 
This was not true, I did pay them the amount over and above the 
CCC payoff and the check was made out to PCft and myself, so they 
had endorsed the check, in fact, they had no legal right to that 
money because they had signed a lien waiver for me to get the CCC 
loan. 

It became clear to me at this time that the PCA officials were 
not concerned about the loss of money to the stockholders, after all, 
they didn't have to pay it. I tried to think of reasons that they 
may be upset with me, after all, I had been with them for 16 years. 
At times, I would pay much higher interest to stay with them, be- 
cause they claimed to be the people that knew agriculture and that 
they would be there through good times and bad times; that they 
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.hinK of that might have upset them 

!ic way our Annual Meeting 
Letter was 100* true and 

talked to many farmers across the nation who have been treated 
unfairly by PCA's. Our state laws don't seem to be able to de- 
is supposed to regulate them. We have had FCA officlalB in our 
area many times in the past year. They say they have come to listen 
to our complaints and they leave saying "they will get back with us." 
They very seldom do. They are either helpless to deal with the PCA 
or the FCA is the problem. 

I can assure you that the farmers have had enough of the 
actions of the PCA's. We are told that they have prepared a 
multi million dollar image campaign. This is like throwing salt 
into the wound of farmers who have been mistreated by this Assn. 
While farmers are being told to cut coats, they are spending our 
money trying to improve their image to the general public. When 
all they had to do is treat farmers fairly, after all, we are the 
only ones who do business with them. 

__.^... to Keep my tan 

1 the r 



Soicie of the th 


ings that 


have really hurt ^ 


>rea ( 


Farmers a, 


re; 


1. The CPCA h, 


IS reduced 


its outstanding 


loans 


in their 






cea from a 


balance of H5 m 


illion dollars, 








D approximately 11 










1, 1982. 


Almost 1/3 while 






suffering 


from low y 


ields and prices. 








2. Forcing fa: 


cmers to r 


educe the value o 


f the: 


Lr machin. 


sry on 






ements based on vi 






PCA's 


have recei' 


.-ed on mac 






ilgnment : 


tales 




5sed machi 


nery. This machii 


lery : 




obsolete a. 








price. It 


destroys 


the farmers' final 


ncial 




;s and 


may make h 


im ineligi 


ble for credit. 








3. PCA-s have 


been pull 


ing all of the fa: 


rmers' 


■ voting • 


Jtocks 




the due d 


ate is up on his : 


loan, 


and putt: 


Ing his 


loans in a 


215 loan 


loss account, accr 


slerating the 1 


ja lance. 








4. Refusing to re-lend 


to farmers once they have repaid their 


loans in full. 










I could go on, 


but these are things that 


are h 


urting the 



)n. Congress 

1 something to control the PCA'S, take action to improve 
rices, and compensate farmers tor political actions that 
impered our export markets. 
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Cowilttee on Agriculture 
House of Representatlvea 
Uaahlngcaa, D.C. 20515 



1 am writing In support of proposed legislat 
loan size limits and broaden the eligibility tequ 
loan Buaranteea under the Famera Hone Adoinlstra 

Herban Anerlcas Corporation ("Herban") has applied for and been 
approval as an PnHA lead lender and servicer on three occasions sine 
each tlae in conjunction with loana of approximately $20 Dllllon. W 
have outstanding two additional loan coonltDeata for which ue hope t 
FbHA guarantees. 



.hat will increase t 
^nts for lenders see 
("FmHA") Bualnesa a 



Metban 


8 a wh 
New Yo 


lly-owned aubaldlary of a itajor t 
Ek. which conductLB Its multl-htlll 




mpany. head- 


quattMed In 


n dollar 


operatioos In 


over eighty 




es. Herban Itself has conducted 1 


ndlng ac 


tlvlties uorldulde 


tor over fifteen ye, 


acs. He generally act aa prlnclpa 


In unde 


c taking the 


credit, nego 




all loan documentation, closing, 


artlclpa 


ting loan portions 




nklng 




n on beh 


alf of Che lending 


group. Alth 




rclclpatlog banks nake their own c 


edit dec 


Islona, chey rely 


on our organ 








clng. Our lending 


staff conals 


s of s 


easoned personnel drawn prlioarily 




r banking 


H^erlence"" 


all i 


ndivlduals with significant credit 


underwriting and servicing 


He feel 


that M 


erban 1b fully capable of fulfllll 


g Che re 


sponaiblllcles of 


an FmHA lender, and 


have been seeking since 19B0 to u 


lllie th 


e Business and 


Industry Pro 


ran wh 


enever possible to best serve the 


eeds of 


our loan customers. 






In FUHA Regulations, proposed las 




would eliminate 








elng con 


sldered for 






t. Ve believe that these changes 




n the best Intereac 






ince nan 


y of Che beat 


qualified i™ 
Inscltutloas 


ustrla 


1 lenders in this country are not 


bartered 


as banks, savinga 


We bell 


ve tha 


the main reaponslblllty of a aer' 


icing organization Is to 




e fact 


ars that affect the ctedlt standlne of a bo 




in a position to no 


nltot such factors in relationship 


to the t 


erms and 


conditions o 


the 1 


oan agreement. Institutions such 


s Herban 


. with the divera- 


Ifled Intere 




olved In conducting lea normal bus 




e In a unique 


position to assess 


the effect of changing markets, tr 


9de pollc 


les. and financial 




t quickly Co protect the borrower. 




d our own financial 


exposure. The najo 


rlty of Institutions chat ulU remi 


iln eligible under the 
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peDdlng legulatlona cannot uke thl 


claln In conjunction irith financing an 


IndiutTlal can loan. 




Out undecaCandlng of the purpo 


e for which the rmBA Bualnesa and Indua 


PtograB WBi eatabllshed Is to eocou 


ag« the developHnl of econoalc acflvlt 


Id rural arcaa. He strongly urge f 


dl Che regulation and adalnlstratlon of 


the progran be structured aud condu 


ted to allow the beat qualified lenders 


to lead and service Individual loan 


, regardleaa of the Bcans by which that 


lender Is chartered to conduct Its 


uBlneas. Stsllarly. we bcllev* that 


Individual loans should be reviewed 


with the thought of nailBlilns the 


effectlveneas of each loan dollar In generating econoalc and aocUl bmaClt 


rathar than by the slie at the requ 


a ted guarantee. 


He appreciate your conalderatl 


m of these coooents, and hope that they 


aajF be of sou aid In your dellbera 


Ions. 




Sincerely, 




KERUX AKStlCAS CORPORATION 




„ #A^.*^ r ^^ \. 




Stephen P. deCot 




Vice President 
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Subcofonitt** on Conservation, 

Credit, and Rural Developnent 
Coimittee on Agriculture 
U.S. House of Repreaentativea 



CHARLES L. FRXZISR 
NATICMAL PASKEItS OSGAHISATION 

February 14, 1983 

EMERGENCY AGRICDLTDRAL CREDIT ACT OF 19B3 

Hr. Chainiuui, ve appreciate this opportunity to express 
our strong support for the Emergency Agricultural Credit Act 
of 19B3. He commend you for taking the initiative in proposing 
an emergency response to the current farm credit crisis and in 
pushing for early Congressional action. He also want to comnend 
Congressman Tom Coleman for joining as original cosponsor and 
making this a bipartisan effort. 

He want to emphasize, first of all, that the farm credit 
situation Is urgent. This bill must be enacted within a few 
weeks if it is to be of help to hard-pressed farmers unable to 
arrange the credit they need to operate another year. It is 
difficult for most farmers, and impossible for many, to get 
financing to put in another crop. 

The Department of Agriculture estimated last October that 
only five percent of the nation's farmers were financially 
vulnerable and that only two percent had quit farming during 
the current recession. It said that every effort was being 
made by the Farmers Home Administration and other agricultural 
lenders to provide debt assistance and loan su^rvlsion. Res- 
ponsible Department personnel have acknowledged, however, that 
there is an additional block of PmHA borrowers who are going 
out of farming through voluntary close-outs because they are 
financially strapped and without available credit. It is 
coinnonly agreed by a number of authorities that nearly one third 
of all farmers are in financial difficulty today. 
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The reports fcon our memberB at a ■•rie* of regional 
meetings this winter provide plenty of evidence that th« incoow 
situation in agriculture remains critical. Three yeara of 
declining farm income have eroded land and equipment values and 
pushed farm debt above $200 billion. Emergency credit assistance 
is needed, and needed now, to help financially-strapped farmers 
hold out until the farm economy can be turned around. 

He are familiar with the guidelines issued last October 8 
for handling delinquent and problem fanner program loans in 
FY 1983. These guidelines, issued to FmHA personnel at all 
levels, stated that the Administration Is conmitted to make 
every effort feasible to help financially-pressed borrowers 
overcome their difEiculties. The guidelines set criteria for 
continued assistance to delinquent and problem borrowers and 
provide for rescheduling, reamortiiing, and deferring borrower 
loans when such actions would improve their chance for success. 

These guidlines state the Administration's intention to 
protect borrowers who are reliable and who are trying to pay 
their bills. The implementation of these guidelines in farm 
areas is producing a different result, however. The way they 
are being applied at the county level too often is inconsistent 
with their stated intent. 

The reports we receive indicate that county supervisors 
seem to be under some pressure to treat borrowers the way a 
regular banker would and to give them as little information as 
possible abgut their right to appeal local decisions. This 
approach makes it particularly difficult for young farmers, who 
often have trouble lining up enough operating credit even when 
tiroes are good. What we are experiencing is a lot of slippage 
between the good intentions expressed at the federal level and 
the way the federal guidelines are applied at the county level. 
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The obvious aolutlon Is to write the Admlniatration policy 
outlined in th« guidelines into the law. This would require 
local PmHA BuperviBora to grant deferrals, forego foreclosure*, 
and cease the informal pressure for voluntary liquidation for 
farmers who exercise good management practices. This would 
provide relief for those who are temporarily unable to make 
principal and interest payments due to circumstances beyond their 
control, and have a reasonable chance of repayment after the 
deferral period ends. 

This legislation guarantees that this approach will be 
carried out locally on an individual, case-by-case basis. It 
sets out specific criteria without imposing a blanket moratorium 
on foreclosures. We feel this is a fair and reasonable approach 
and urge you to raconvnend it for passage. 

We also urge you to recommend the provision that would 
reactivate the Emergency Agricultural Credit Adjustment Act 
of 1978 by extending the economic emergency loan program through 
TY 1984 and making it mandatory. The Administration's refusal 
to implement this emergency program at a time when farmers face 
their worst credit crisis in many years is deplorable. 

He endorse the provision providing $600 million in direct 
loans and $600 million in guaranteed loans. Providing this 
lending authority is not enough, however. It is essential to 
make this program mandatory to guarantee that the credit author- 
ized will actually be made available. 

It is time for Congress to take whatever action is necessary 
to require the Farmers Home Administration to carry out the 
credit role it was designed to fill. He support the entire 
package of credit provisions included in H.R. 1190. He are 
convinced that It will enable the Farmers Home Administration 
to respond much more fully to the credit crisis facing farmers. 
We urge you to do everything you can to push this emergency 
bill through as past as possible. 
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STATEMENT OF MFA INCORPORATED 
RECOmENOATIONS FOR IMPROVING FARM CREDIT PROGRAMS 

Farnars are facing a fourth consecutive year of depression -level Income. 
As a result, more and more farmers are In a survival situation. Indeed, the 
major objective of the low-equity farmer Is to just survive. For the higher- 
equity fanner, the major objective Is to minimize the erosion of his net worth. 

The foremost solution to the econowic problea faced by farmers Is improved 
market prices for their connodltles. If prices would rise to above cost-of- 
productlon levels, then loans would be considered merely as tools of production 
instead of being the only means of short-term survival for farmers. 

As capital investments have become a greater part of a farmer's operation, 
farm credit, both public and private, must play a greater role In helping him 
renain in business. It is essential that farm credit programs be both 
adequate for today's expanded need for credit and equitable for all borrowers. 

In testimony in February, 1983, before the House Agriculture SubcOMiilttee 
on Conservation, Credit and Rural Development, we urged "Congress to encourage 
USOA to use extensively the discretionary Econoiy Emergency Loan Prograa to 
help prevent foreclosures on farm ownership loans. If the Aitninistration 
should be unresponsive to operating this program at realistic levels, then 
Congress should mandate it." Clearly, such a Mandate is long overdue. He 
si^port the Economic Emergency loan provision of H.R. Il90 wlilch would make 
the program nnndatory through September, 1984, and Mhicti would provide for 
S600 million in insured credit and $600 Million in guaranteed credit. 

Me also urged Congress to Increase FmHA programs for 198? through 1985 
to assure that qualified farmers would be able to continue putting in their 
crops and maintain an adequate livestock base. Therefore, we strongly urge 
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Congress to increase the Insured fsnn operating loans by KM iiinion as 
called for 1n H.R. 1190. We also support raising the Unit on FnMA-lnsured 
operating loans from the current $100,000 to a new celling of $200,000. and 
raising the limit on guaranteed loans from $200,000 to $400,000. 

HFA has long advocated that a greater portion of FnMA funds be used to 
help young farmers In getting started rather than to assist established 
fanners with undue expansion. Therefore, we support those provisions of 
H.H. 1190 which require that at least 20 percent of FnWA's operating and 
OMnershtp loans in fiscal 19S3 be made to low Income, limited resource fanners 
who qualify for reduced interest rates. Furthermore, we advocate that this 
policy be extended for as long as It Is clear such benefits are needed. By 
making ownership loans available to the young, beginning farmer, at reasonable 
rates, we can assure an orderly transfer of farmland from one generation of 
fanners to the next. 

Hajor Inequities have existed In the FnMA Disaster Emergency loan 
programs. Me support provisions of H.R. 1190 which would allow fanners who 
got disaster emergency loans after Decenter 15, 1979, to get follow-up loans 
during fiscal 1984 and 1985. He also urge that disaster loans be made 
available to any farmer who has experienced a natural disaster, regardless 
of whether his county has been designated a disaster area. 

He recognize that the farmer needs to adjust his operations to today's 
economic conditions, and cut out any unnecessary costs. Neither private 
industry nor the federal government should continue to make loans to those 
farmers who have a history of poor management. But, at the same time, we 
recognize that adverse weather, govemaental policies (especially enfcargoes 
or de facto embargoes), and economic conditions over which farmers have no 
control place restraints upon farmers which they cannot overcome on their own. 
We strongly believe that the government must assist the fanner through these 
difficult times. By continuing his operating monies, to those who qualify, 
it will permit the farmer to pjll himself out of his economic bind. 
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STATEMENT OF 

NATIONAL FARM AHD POWER BQUIFKEHT 

DEALERS ASSOCIATION 



BEFORE THE 

ON CONSERVATIOB , CREDIT AHD RURAL DEVELOPMENT 

COMMITTEE ON AGRICULTURE 

U.S. HOUSE OF REPRESENTATIVES 

February 14, 1983 






lal Farm and Power Equipment Dealers At 
I representing over 10,000 businessmen 






women who sell and service the equipment which runs the farms 
and industries of this nation. He appreciate this opportunity 
to express our wiews in support of H.H. 1190. the Emergency 
Agricultural Credit Act of 19B3. He urge you to enact this 
important legislation which will make available extra funds 
in operating loans and loan guarantees to farmers, and which 
will establish objective criteria and advantageous terms for 
consolidation, rescheduling and deferral of certain loans. 

The increase in the amount available for operating loans 
by S200 Pillion to SI. 66 billion and the eaemarking of this 
additional allocation for new borrowers will greatly benefit 
those farmers who are facing tight commercial credit, yet 
need to borrow funds. 
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Foe those Earaera who have pravioualy borrowed in order 
to finance operations, the additional pcovialons ol H.R. 1190 
relating to existing loans ace inperattve. The Increase in the 
Unite on operating loans and loan guarantees, aa well as 
restructuring of the the period fron seven Co fifteen years for 
rescheduling, will give the farmer the time needed to regain 
financial stability and assure his continuation as a producer. 
Similarly, the guarantee that the new Interest rate will be the 
same oc lower than the rate of the present loan prevents a 
situation in which farmers 'snowball' themselves into non- 
recoverable positions. 

It Is not only under circumstances in which the Secretary 
of Agriculture declares an entire county eligible for disaster 
loans that famers with limited resources and individual farmers 
require emergency aid. These emergency funds nust be nade 
available on an individual basis. In addition, the enactment of 
objective criteria for loan deferrals so that they are heard on 
a cese-by-case basis will prevent blanket or group rejections 
of deferral requests. 

The present status of the farming industry is unquestionably 
at a critical point. The federal government must provide 
greater relief and on more realistic terras than presently exist 
not only to enable the farmer to help himself, but, more inpor- 
tantly, so that the farmer can survive. In view of the pre- 
vailing feeling that the Department of Agriculture has not 
taken those steps which are available to help the farmer in this 
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emergency situation/ It ia important that the Congraaa act and 
require that the Economic Emergency Loan Programi and the 
$600 million In direct loans and $600 million in guaranteed 
loans, be implemented. 

The farm equipment dealer, perhaps better than any other 
individual, recognizes the need for this legislation. He 
have suE^orted the farmer through the paat several difficult 
years when he was turned away by other institutions, even, 
the Federal Government, as a bad credit risk. We have strongly 
advocated in the past before this Subcommittee that the 
equipment dealer not be placed in the position of protecting 
himself because federal funds are cut off or made unavailable. 
Your proposed bill would go a long way toward removing this 
dilemma for the dealer and this would provide a meana by 
which the farmer can overcome these moat difficult times. 

Again thank you for the opportunity to be heard on this 
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THE FERTILIZER INSTITUTE 
1015 letn Street. 11 W 
Wiihington. D C. 20036 



March 9, 19S3 



The Honorable John B. Block 
Secretary of Agriculcure 
Departnent of Agriculture 



14th Stceet and IndependMice Ave 


ue, S.M. 




waahington, D. C. 


202S0 








Dear Mr. Secretary: 








Tha House and Senate 


Agricu 


tuce Conwdttee 


has approved 


leglalatlon iS.24 


and H.R 


1190) 


□ ensure auffi 


cient credit 


for apring planting and i 




the loan limit 


for Farmer 


Home Administration loan* 


With 


the inccBBse in th« slie of 






farmer 


requires large 


quantities of 


production credit 


and the 




FmKA limits a 


re too lov to 






The Fertilizer Inatit 


ute supports 


S.2* and H.R.1190 






Burlng Buffici 


ent production 


capital for 1933 


rops to 


our hard-preaaad farm 


•ri. 


The fanner i 


struggling Co 


tnaintain finan 


cial stability. 



: legislation, many good farmei 
credit to pay for their production inputs. Enactment of the 
proposed legislation will ensure the planting of 1983 crops by 
toaking available sufficient, economical credit. 

Me urge the Department of Agriculture to support S.24 and 
1I.R.119D. 



-.^Qvv- 



Gary K Myers 
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STATEMENT OF DAVID SEHTER, NATIONAL DIRECTOR, AHEIICAK ACKICULTUU MOVOmrT, IHC. 

fh. Ohaifww, members of the Ccwittee, 

1 appear here todav, on behalf of tie American Ajuculture VcNBtHij 
Inc. Vt WANT to express our appreciation to t« Chaibvn for recognizimg 

THE SERIOUS SITUATION IN AgRICLLTURE AND CAJJ.ING THIS KARING TO MWE 
forward with much needed help for the PflOOUCERS OF THIS COWTRY. 

We know THAT UNTIL VE GET A PfilCE, BDRROWING WILL ONLY BE A THfWflHY 
STEP, flu. TO OFTEN^ CREDIT IttS BEBJ SUBSTITUTED FOR PROFIT. It SEE 
SIGNS, T>£ VSDh IS FINALLY FSALIZING flGRICLLTURE MUST MVE SUPPLY ^WWG^EH^. 
HDPEFUUY with TtC DIRECTION OF CONGRESS, ASHICULTURE CAN FINALLY ^OVE 
IN A PRODUCTIVE IWHER LOOKING TD T>€ FUHJRE, AND PRO/IDING FDR T>C 
PRESENT. 

I HOPE IN ALL FUTURE LEGISLATIVE PACKAGES, T>€ LANGIMGE ALWAYS 
STATES^ TIE SECRETARY ShALL. Me HAVE WITNESSED BY T>E bCOTCMIC BeRGENCY 
LOAN raOGRAH, LMLESS SHALL IS INCUDED, Tt€ PROGRM SITS IDLE, WILE 
THOUSANDS OF FARI^ERS FALL VICTIM TO FORCED LIQUiEATION AND FCRECU3SIAES. 

We SUPPORT TIC PRWISIONS CONTAlrCD IN HR 1190, AW) IN ADDITION WE 

will offer a few ono suggestions. 

The provision to prcvide funding for icw borro*crs is dvobtant, 
because of tvc nuibeh being moved out of private lending that will iced 

ftttt'S ASSISTANCE. T^E NEW CEILING WILL KJVE Wtt CLOSER TO TIE REAL 
VCRLD AND THE COSTS INVM_VED IN PRODICING A CROP IN 1985. 

WV1 STILL FEELS, TICRE MUST BE AN ACROSS THE BOARD MORATORIUM CN 
FOREaOSURES IN FmHA. WlTH THE CASE LOAD COUNTY OFFICES ARE NOW HANDLING, 
BV THE TIME A CASEBYCASE EVALUATION IS HADE, IT WILL BE PAST PLANTING 
TIME. 

For THOSE of you that feel, cutting PROTUCTION will INCREASE PRICES, 
THE ONE YEAR MCKATORILM IS TIE LEAST CONGRESS CAN DO. 

We HAVE URGED REINSTATEMENT OF THE E.E. PROGRWI SINCE SEPTDCER 

1981. It is PUiN for all to see. Congress will now have to chwge, tic 

H6X TO SHAII . AND reinstate THE PROtSAM. 
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We are very pleased to see t>€ increase in time for rescheduling to 
15 years. itobooy wins when a farmer is forced to liquidate. if the 
loan can be resch€dul£d and allow the farmer to pay off the debt, it 

WILL SAVE FmHA millions CF DOLLARS IN LOSES, AND KEEP T>€SE FAMILY 
FARMERS ON THE LAND WHERE THEY BELONG. 

(VER THE YEARS WE HAVE WITNESSED MANY INEQUITIES BV REQUIRING 
COUHTIES TO BE DESlGfWTED INSTEAD OF LOOKING AT TFC imiVIDUAL FARMERS 
ELIGIBILITY. DISASTER LOANS WERE ESTABLIShCD TO h€LP DURING TI^ES OF 
DISASTERS, THIS CHftNGE WILL WJJW MANY PEOPLE ACCESS TO THE PROGRWl THAT 
VftS INTENIKD TO HELP Thfil. 

We wwe an additonal suggestion we urge this ccmiittee to look AT, 
The county FmH^ boards should be elected by a referehxw held within the 

county SIMJLAR TO THE ELECTION OF TF€ ASC) BOAIffiS. HaNY TIMES THIS 
W3ULD HAKE T>t BOARD M3RE RESPONSIVE TO THE NEEDS OF T>€ BORROCRS, AND 
PUT EftCK IN PLACE T>€ CHECKS AlO BALANCES CCHGRESS INTENDED WJEN FmHA 
WAS ESTABLISHED. 

Tl€ SECOND ITBl IS T}t ELIMINATION OF SUPERVISED BANK ACCOUNTS 
EXCEPT IN CASES WHERE FORECLOSLRES OR FORCED LIQUIDATION ARE BEING 
CONSIDERED, If A FARMER OUftLIFIES FOB A LQMJ, T>CY SHOULD BE ABLE TO 
DETERMINE HOW TO SPEND TIC MONEY OUT (ff TIC BUDGET. It TAffiS THE BORROHERS 
ffilDE AND DIGNITY AWflY FOR ThCH TO DRIVE ^C MILES TO GET A $25 DOLLAR 
OCCK COSIGNED TO MSKE'a PURCHASE. AlSO, IT COSTS TIME AND MOTCY TO GO 
THROUGH THIS ON A I^GULAR BASIS. AT THE PRESENT TIME, THIS IS DISCRESIHARY 
AMI WE FEEL, THE ABILITY TO USE THIS SHOULD BE VERY CAREFULLY CURTAILED. 

TWNK Y<OU ttt. CmiRMAN, I'LL BE OAD TO ANSWER Wf QUESTIOrC YOU 
MIGHT HftVE. 
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Eugene Scveren* ind Hicly Stnnge 

Center for Rutal Affair* 

UiUhill. Hebriiki 

before the Agriculture SubcasMLttee on 

Coniervition, Credit and Rural Developaent 

Waihingcon, O.C. 

FebruaT? 14, 1983 



tatantnt is preaanctd by Che Canter for Rural Aftaira, an in- 
non-profit organization located in Walthill, Nebraaka. We are 
a be able to preient thii itaCeacnt in perion to the comitte* 
he scheduled hearing! on H.R. 1190 but appreciate the oppor- 



Ihe Center for Rural Affairs has di 
fan credit problema in the past five yi 
the attention of the Faraers Home Adnin. 
aaall and aodeit sized Csnily farias. ici 
four year* of experience in tepTeaenCini 
agency and have publ: 



d considerable attantion to 

We have worked to redirect 
tion (FbHA) to the needs of 

ginal clientele. We have had 
li far 



agency. More recently, ue hav 
work directly with faraeca in 
ing. Our analysis of developn 
regularly in our quarterly Sua 



FaHA Fara Loan Handbook 
theaaelvea before the 
launched a credit couoaelling servica to 
way which prevents probleai froa develop- 
cs in federal fans credit is reported 
Fara Advocate. 

Hew Clirntele 



; taking place in FaHA prograBi. A* agriculCut 
inCenaive and riikier, FmHA has gradually becos 
snder of last resort which provides econoaic opportunity to 
faroKrs of modest means, and more of a financial shock absorber which 
; fara economy froa the risks of farm expansion- 



Curbing changes whic 



lelpa buffer 



This shift has been gradual over the past twenty years or aorc, and 
proceeded under the direction of several adninistrations and the 

f aany Congresses. It has been especially pronounced, however, 
len Congress simultaneously effected two significant changes 
iTogrgms. First, it eliminated the interest subsidy on all 
:ing (OL) and ownership IFO) loans except for an iaprecisely 
lups of "limited resource" borrowers, and second, it cstabliahed 
: Emergency (EE} Loan program which, for the fitat time (other 
'. disasters), opened FmHA to iBrgeT-than-faaily-siie facas 
I vho did not depend on farm income- 
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problem borrowers are emergency program borrowei 
rs to be targetted under the agency's delinquent 
-83 are regular program borrowers who account f< 
enc funds. (See Appendix B, p. <•). 
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e process, its public pu[p< 
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benefit 




the farmer, without finaoci 
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survive ir. a 


in inflat 






ulture is questional 


A thorough ■ 






n of the agency's mission . 


and objectives shoul 


be undectalcc 


in by the 


CO 


ngress in Che light of the 


se changes. 


HR II9C 


1 should 


be 


Comments on H. S. 1190 


well. 


1. The Limi 


ted Re so 


urc 


e Loan Program should be s 


trengthened. 


H. R. 1 


190 ceau 




ri.es the limited resource 


(LR) loan program a 


mandatory pc 


ograa an 


d t 


hereby eliminates the potei 


ncial confusion cces 


in December 






nference committee on agri, 


cultural appropriaCi 


changed the 






ing 201 of Che regular pro. 


gram funds to L.H. t 


rowers from 


"shall" 


to 


"may" thereby suggesting t! 


lat the program had 



indicated by explicit enactments that the LR program was to be mandatory, 
and H. R. 1190 reaffirms chat position. Ue applaud Che Subcommittee for 
moving so quickly on this important matter. 

Despite this reaffirming stance, the L.R. program remains weak. 

In FY82 only 541 of LR operating loans (LR/OL) funds were used. 
This is the first time, since the creation of the LR program, that PnMA 
has failed Co meet Congress' mandate that at least 201 of FO and OL funds 
go to LR borrowers. If the first quarter figures for FY83 are any indi- 
cation, the LR/OL slowdown is again underway. At the end of the first 
quarter for the last fiscal year, only 151 of OL funds had gone Co LR 
borrowers instead of the mandated 20Z. For the same period for this 
fiscal year, the LR/OL lending Level is only \3Z — seven percentage 

slowdown until it was too late. This year, we already have the first 
hints and must Cake steps to bolster the program's implementation. (Cal- 
culations based on Form FmMA 389-175). 

FmHA is openly opposed to the program. It is a matter of public 
record that the administration has annually proposed deauthorizing the 
prograa for the last three years. Ic should be no surprise chac the 
prograB has been "kept in Che drawer" and Chat borrowers are generally 
unaware of ic. 

Moreover, the low LR/OL loanmaking level in FVS2 varied sharply from 
state to state even among groups of sCates wich similar economic condi- 
Cioni, indicating an absence of the national direction needed to fully 
inplemenc Che program. This wide variation is discussed and documented 
in the Fall 1982 SaaU Fara Advocate {pages (-2) which we would ask be 
made pare of Che record (Appendix B) . 
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con5.ciously embarked on a lending policy 

risk boirouets Craditional ly served by the agency and Currently targected 
by Congress in the LR program. In a recent Administrative Notice (FmHfl 
AH No. 788 CI940), December 17, I9B2), the agency discussed its policy 
towards "new applicants": neu applicants should be Earners with Che ex- 
perience or training which willallowthem to "cotppeCe successfully in 
today's high technology farming with its requirements for highly profi- 
cient financial and production managers." How is this "highly proficient 
manager" requirement for new borrowers to be squared with FmHA's own 

ment ability," and "limited education" and who may "need special help and 
supervisory assistance"? [7 CFR I9il.i(g), I9'(3.4(g)]. H should be 
clear that the administration intends to lend only to neij borrowers who 
are not eligible for LR loans and that it has all but abandoned the LR 
program. If Congress is to maintain what is left of FbHA's historic 

tion of the LR program. 

H.R. Il90's LR notification requiTement, which would be a new sub- 
section 3A6<f)(:) of the Consolidated Farm and Rural Development Act, 

making processes. By bridging the information gap, a borrowei can assert 
respond. Ue support this change and encourage the subcommittee to adopt 



ginning of the LR program in 1978, th 

The confusion surrounding LR eli 
by the actual county-level practice, 
as defined by FmHA regulations, invol 

Step I: Deciding if the applica 
faraer. (Text of regu 
pendix C). 

Setp 2: Calculating the applicant's proposed farm plan needs and 

meet expenses and pay back the proposed loan. 

In theory. Step I is decided by the FmHA county committee as that 
committee is charged by Congress with exclusive authority for determin- 
ing farmer program eligibility. 7 U.S.C. 1983(b) 7 CFR !9l0.4Cb); 1941. 
(a)(8), 1943. l2(a)C8). The FmHA county supervisor is to decide Step 2, 
theoretically in consultation with the applicant. 7 CFR 1924.57(b) and 
(c); 7 CFB 194 1. 18 (for OL rates) 194 3. 18(c) (for FO rates). It is 
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The results of these practices are flaunting of the law and abuse 
and manipulation of the LR benefits. For many low-equiCy, beginning farm- 
ers the LR progran is the only hope for getting started in farming. H. R. 
Il90's LR notification provision is an important step n protecting the 
LR program. The next step is clearing up the confusion Eiirrounding LR 
eligibility procedures, and we would urge this Subcommittee to ask ftsHA 
to develop a new LR definition and to clarify the role of the county coa- 
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to low-incom 


e. limited resource farmers and the procedures by which 








am. Withii, si. Bionths after the date of the enactment 
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n ceilinR. 




Doublin 


g the OL 


loan c 


eiling from S 


100.000 to SiOO.OOO is e 


cessive 



and underminea 

The OL loan ceiling was rais 
1978. Despite this generous incr 
was just over $27,000 — about k 
ing and 1/8 of the proposed new c 
loan siie has been $27,500 (based 
389-175}. The current $100,000 c 
leeway between the average loan s 
proposed doubling is unnecessary. 

Moreover, lh« proposed S200,000 ceiling will only 
of larger farmers. These bigger borrowers' loan demand 
to deprive average borrowers of more modest OL loans, 
change will result in bigger loans to fewer borrowers a 
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FndtA cannot be Che ler 
Consress Bust carefully tai, 
ing distOTti FniHA'fl mission by Baking iC service yet a neu group of 
larger borrowers whose credit needs could displace 7.4 average siie OL 
borrouera who, but for FbHA's OL program, would never get a foothold i 

to naintain OL loan ceil 



3. Eaernency prograaa need greater scrutiny . 

As mentioned in the introduction, FmHA's purpose: 
econotnic opportunity to farmers of oradi 



of the EE progr 
d by emergency 
the agency a pur 
■by bricV 
as added 



□wly shifted 

ther and overexpansion. With the 
I in 1978, FnHA's fana loan portfolio has been 
ns. This trend in, and we would argue discor- 



1 lil 



;eldoa 

over the last 
I. 

^udy (cited above) pointed out the 
lysis for the first tine to compare 
} far as we know, no similar study 
Lack of adequate. data has hindered 



grading c 
prograniH 
aa H. S. 
ably be y 



iteed loan pcograms. Me agi 
lave not worked veil and need actent 
1190 now stands the beneficiaries of i 



guaranteed 
note that 



injec 



■tfolio. The $600,000,000 alloted f. 
I OL guaranteed loan ceiling Co 

ing guaranteed loan "units" at the state levi 
big loans more accessible, and the progran, 
come another brick in the agency's drift towi 



It upgrading would prob' 

EE guarantees and the 
$400,000 indicai 
< to larger facaers. Creal 
imply make those 



Che 



ds larger, a 



t establis 



Without 



: FbHA's lendin 



1 be limited Co family's 
:ved by protecting larger-thar 
1 lending prograas . If Congie 
lily-siie farns, the most 
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was adapted by Che Subcoomiccec during Che 2nd Scsiion of Ch« latt Coag- 
resa he r«adopCed now. The effect of such a level would be to lialc the 
EE pcogcam Co sore modesc sized farai and Co aptead che availabl* loan 



Finally 


, in ord. 


;t to understand better the impact of the EH and BE 


programs, we 




id that the Subcoaaitcee requesc chaC FiiHA either 


conduct a at 


udy of It 


le characteriatics of emergency progra* bottowera c 


provide the 


Subcoaoii 


:tee with the daCa needed toconduct luch a atudy. 


Such a repor 


C on bor, 


rowers' characteristics uas adopted by this Subcoa- 
!sioi> of Che last Congress. A copy of that languag 


is appended 


CO this 1 


:estimony (Appendix □>. 


4. Borrower 


s need ti 


1 be informed about loan servicina options and pro- 



H. R. 1190 would aiaend FmHA loan servicing procedures to require 
(hat FmHA adopt cegulacions which would notify borrowers about sciviciDg 
relief, provide clear procedures by which borrowers could request such 
relief, and allow an appeal of a denial of servicing relief. All of (heae 
procedural safeguards will help protect the integrity of FbHA's loan aer- 
vicing progracis, and we urge che adoption of these oeasurea. 

We would like to alert the SubcooBittee to three posaible problegu, 
however. First, che Ciming of servicing notification is very iaportaDt. 
Borrowers will not recognize the importance of such a notification unless 
they preceive they sre in financial difficulties. Currently. FmHA no- 
tifies borrowers about servicing relief on a sheet entitled "borrowera 
responsibilities" (Appendix E) jusc after a loan is nade. Such notifica- 
tion is premature and was found inadequate by federal Judge Anthony Alaimo 
in the iaporcanc Curry v. Block decision now on appeal to the U.S. Court 
of Appeals (I Ith Circuit). 

Second, the limited resource (LR) interest rate can be used to service 
use as a servicing tool could be easily 

Third, FmHA's history of farmer program rulemaking shows a consistent 

ministrative Procedures Act (APA) governs rulemaking by federal agencies. 
FmHA's frequent decision to exclude public comnent from farm program 
rulemaking is based on certain APA exemptions and exceptions, applica- 
tion of which to FmHA rulemaking is very questionable. In fact, the re- 
cent decision in South Carolina v. Block (the 50c dairy fee case) found 
that che USOA was bound by its 1971 self'imposed decision to waive ita 
APA exemptions. This decision affects FmHA's entitlement to that, same 



's appeal process, 
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. oay n 










, endorse a statuto 




itablishment 


of an 


lials. Ideally, su 


ch ai 
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:ify pattern 
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quire Chat FmHA appeals tie handled by Che DeparCmenc of Agriculture ' s 
administrative lau judges. Currently, FmHA appeals so no the FiiiHA deci 

A thorough reform of FmHA's appeal system is not properly before 
cuasion of all viewpoints. Houever, ue urge the Subcommiccee Co make 



Action needed ; First, notification of loan servicing relief i 
ovided CO a borrower as soon as FmHA officials decernine that 

of FmHA procedures (see 7 CFR I960) and would provide a borrot 



Lble, preferably within 30 days after passage. The need is I 

to public comment so that final regulation; can have Che bene 
LC input. The whole purpose of the APA 's publ ic comment requ 
CO improve Che qualicy of regulations by giving Che agency a 

.oan servicing programs, and their input could help in the de 
■ final regulations. We Chink final regulations should be ad 
■■ix months after H.R. 1190 becomes law. In the meancinie, H.R 



Fourth, ue urge the ciHniiitCee to adopt Che provision which allows 
for appeals from denials of loan servicing relief. We also urge the Sub- 



H.R. 1190 would add a new subsection 346(1) I 
provide an additional 5200,000,000 for direct OL 1 
for "new borrowers" defined by Che statuCe as faro 
ceive any farm operating credit from the Farmers i 
during fiscal year 1982 or that part of fiscal yei 
dace of enactment of this subsection." We offer I 
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unclear. Is this $200,000,000 loan amounc in addilian Co Che 
ai saCisEying the proposed 3200,000,000 ne« borrouet level! 

diacussed above ue chink doubting Che OL individual loanceiling to $200,000 
is exceasive. This proposed loan ceiling coupled uich Che "new borrower" 
proviaion could mean Chat a class of new, hut larger farmers (with opera- 
ting credic needs oF $200,000) would get Che benefits of thia prograa. 

Action ne eded i the Subcommictee should discuss and resolve th« re- 
It ahould maintain Che current loan ceiling level at $100,000 so Chat 
these "new borrower" loans go Co Dore nodesc sited new borrowers and not 
larger new borrowers. Finally, ic should provide safeguards Co enaure 
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COMPARISON OF FmHA'S OL & EE PROGRAMS 
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Small Farm 



DVQCATE 



state Con -^fifiirinn amended: 

Nebraska Bans Non-Family Farm 
Corporations 



On Novsmbar 2, 



Prudential 
madt the single 
largest contribution 
in Nebraska political 
history ... fly the 
end of the campaign 
it doubted that 
amount 



m>|orlty ot vol i no i 



• stita contiliullon. 

Tha Campaign 
■igniftcant pan ol ItM In- 
a 300 proponanta' atforta 



$120,000,000 of FmHA 
Loan Funds Lost 



eicaeded tha 20% minimum 
(22%), Dul snuman oaia wrong- 
abouf the LR opurating Joana. 

Final FmKA tlguias Iw FYBJ 
reveal that Si2i.319.00a ol tha 
S2e5.Dtn.IXX) LR al location want 



I (FOi and (46H| ol tti 



>jS;. — Instoezz 

*cniMas Dalarral Ooala 4 






Farm Bankniplcy 

Conilltulionallly 

ol Farm Ban 
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Ti)l« 7 — Agrkullur* 



11.30 Commlltse lerti (lotion. 
1S41.31 IReserved] 
IM1.32 LoandockeLprocp&sJng. 
I941.3S Loanapprova.loi'dlstippro 

HI. 34 [Reserved 1 

H1.3S Aciions alier loanipprova 
1911.36-1911.37 Hcii^rvfdl 
19*1.38 Loancloslne 
1941.39- 911. -11 Rf^^rrvtal 



(Note: Exhibit 
FL. GA, LA. MS. 



PXKM Emi*TR 



fl>4I.I Inlroduction. 
This subpart contains rcKulatlons 

(or malting initial and subsequent In- 
sured OperatlnE (OL) and Youth (OL- 
Y loans. OL loans may be made to ell' 
gible farmers and ranchers and iarm 
cooperatives, -private domestic corpora- 
tions and partnerships that will 
manage and operate not larger than 
family /arms. Youth loans may be 
made to rural youth to conduct 
modest projects In connection with 
their participation In 4-H. Puture 
Farmers of America and similar orga- 
nizations. See Exhibit A of Subpart A 
of Part 943 for making OL loans to 
entrymen on unpatented public lands. 



StibiMrt k— Oatlng lo«n. Uciif*^ fay Chsttali * '*^'* OI>J«"»e 



.641.57 Security I rut rum enl 
.84 Lift. 19 41 .59 (Reserved! 
1641.60 PurchasetndneyBec 
194 1.61-1911.62 Reserved] 
1941.63 LienJieitcch. 
1941.64- S4l,ee TReserved] 
l941.eT Additional requirei 
recti ng security Interests. 
1941.88-1941— — 



1941.89-1 



Chfc 






1941.93 CRo 

I941.9S (Reserved] 

1911.98 Chantes m use of loan fundi. 

AUTHORiTV ^ i;,S.C, 16B9; 5 U.S.C. 301: 
etegatlon of authorily by llie Sec. of A|ri.. 

CFA 2 13; delcfntion ot authority by the 
AMt. See. tor Rural CWveiopment 7 CFR 
1.70. 

SllVHCT^ 43 FR 55883, Nov 19, 1978. unless 



The basic objective of the OL loan 
program Is to provide the credit and 
managemeii. -.iry for 

farmers, ran .iijth to 

conduct surfi-' .;■ ..;..:ns. Al- 

though many varieLie.s of family farm- 
era are eligible for this assistance, the 
primary objective of the OL program 
is to assist limited resource operators, 
new operators and low -income opera- 
tors. Farmers Home Administration 
PmHA) assistance enables tamlly- 
farm operators to make efficient use 
of their land, labor and other re- 
use of security sources, to improve their livtng condi- 
tions and to Improve their economic 

sdl situation to the extent that they can 

and mfter- acquired obtain credit elsewhere. 

ed] 81941.3 IHanifemtnl asslstsnce. 

J„J' As provided in Subpart 8 o( Part 

j-ct) 1924 of this chapter management as- 

sistance will be provided all borrowers 
to the extent necessary to achieve the 
objectives &r the loan. See Exhibit A 
of Subpart B of Part 19S4 tor the poli- 
cies governing the furnishing o( addi- 
tional services to borrowers by the 
■■New Fulltime Family Parmer and 
Rancher Development Committee." 



l4SFR60a06. Dec. 14. 1 
31941.4 Dtnnllioni. 
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grant approval authorltlei with[n ap- 
' pllcable loan prosrams. subject lo the 
dollar limitations contained In Tables 
available In any PmHA Office, 

(b) Cooperative. An entity which has 
farmlnE aa Its purpose and whose 
raemben have agreed to share the 
profits of the farming enterprise. The 
entity must be recognized as a farm 
cooperative by the laws of the State(s) 
In which the entity will operate a 

(c) CorpOTadon. For the purposes of 
this regulation, a private domestic cor- 
poration created and organized under 
the laws of the State(s) In which the 
entity will operate a farm. 

<d} FamUvfaTtn. A farm which: 
<t) Proaiica~'lgrlcultural commod- 
ities tor sale In sufficient quantities so 
that It Is recognized In the community 
as a (arm rather than a rural resl- 

<3) Provides enough agricultural 
Income by Itself. Including rented 
land, or together with any other de- 
pendable Income to enable the borrow- 
er to: 

<l) Pay necessary family and operat- 
ing expenses; 

(II) MalnUIn essential chattel and 
real property, and 

(ill) Pay debts. 

(3)fem»nM«dbn:. 

(1) Ttix borrower when a loan Is 
made to an individual. 

(tl) The members, stockholders or 
partners responsible for operating the 
farm when a loan Is made to a cooper- 
ative, corporation or partnership. 

<4) Has a substanti al aipp ymt oI_lbe 
Isjiot.requlrementajor the fanp and 
honf arm enterprise provided by; 

(I) The borrower and any family for 
a loan made to an Individual. 

(II) The members, stockholders or 
partners responsible tor operating the 
farm and the families of these mem- 
bers, stockholden or partners for a 
loan made to a cooperative, corpora- 
tion or a partnership. 

(S) May use a reasonable amount of 
full -time hired labor and seasonal 
labor during peakload periods. 

(e) Farm. A tract or tracts of land, 
improvements, and other appurte- 
nances considered to be farm property 
which is used or will be used In the 
production of crops or livestock. In- 



§1941.4 

eluding the production ol fish under 
controlled conditions, for sale in suffi- 
cient quantities so that the property is 
recognized as a farm rather than a 
rural residence. The term "farm" also 
Includes any such land and Improve- 
ments and facilities used In a nonfarm 
enterprise. It may also Include a resi- 
dence which, although physically sep. 
arate from the farm acreage, is or(Jl< 
narlly treated as part of the farm In 
the local community. 

(f) Fish. Any aquatic gilled animal 
commonly known as "fish", as well as 
mollusks or crustaceans, (or other in- 
vertebrates) produced under con. 
trolled conditions (that Is. feeding, 
tending, harvesting and such other ac- 
tivities as are necessary to properly 
raise and market the products) In 
ponds, lakes, streams, or similar hold. 



^'•r 



LimiUi resource applicant An 
applicant who Is a farmer or rancher 
and Is an operator of a small or family 
farm (a small farm Is ' a marginal 
family farm) Including a new operator, 
with a low Income who demonstrates a 
need to maximize farm or ranch 
Income. A limited resource applicant 
must meet the eligibility requirements 
for a farm ownership or operating 
loan but, due to low income, cannot 
pay the regular Interest rate on such 
loans. Due to the complex nature of 
the problems facing this applicant. 
special help will be needed and more 
supervisory assistance will be reoulred 
to assure reasonable prospects for suc- 
cess. The. applicant may face such 
problems as underdeveloped manager!. 
al ability, limited education, low-pro- 
ducing farm due to lack of develop- 
ment or Improved production practices 
and other related factors. The appli- 
cant will not have nor expect to 
obtain, without the special help and 
low-Interest loan, the Income needed 
to have a reasonable standard of living 
when compared to other residents ol 
the community. (For limited resource 
loans to applicants with small farm en- 
terprlses In AL, PL. GA. LA, MS, MO 

n and SC. refer to Exhibit B of this sub-{ 
Ipart.) c-J 

'^T(h) MafoHly interest Any individual 
or a combination of Individuals owning 
more than a 50 percent interest In a 
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"SEC. 3I19. Not lacer than December 31 of each 
laar yaar, begrnnlng with calendar year 1963, the 
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FARMER PROGRAM BORROWER RESPONSHHLITIES 



n-QF BUT NOT LIMITED T0THEF0U.OWIWC: 









OTHEB DEBTS: 



MAINTENANCE: BoTOWir xnei lo i>[ 
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ADDrrrONAl. IN FORMATION 



LI long » I/WE un/ue bidetKcd !■ 
I Ihe coadUiHil H Kl foflh m 
ol lufKriedc te/f PmHA teeiuEiy 
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FBbtuary 23, 1983 



The Honorable Ed Jonea 

Subccsnlttae on Conaervation. Cr*dlt 

and Rural DBvelofaant — 

ComiiCtee on J^clcultuce uioiunaHniia 

131G Lon^wrth Ibuae Office Bli^. .wruin ibitiii 

Me appreciate this opportunity to fresent, for the record, Uk 
AsBociatlon'9 vleuE on a nuiber of Issuea and pcovisiora relatad to H.R. 
1190, the Bsergency *grlciilciir»l Credit *rt of 1983, 

The benkl/q industry Is deeply interested In the oconcnic ptroblns of 
taerlcan agriculture. We feel it Is inportant for Congress to place high 
priority on a full evaluation of Um current plight of famrs and to give 
Ctioughtful consideration to appropriate corrective legislative action. 
Bankers wrk closely with farm fnllieB in the Bansgaent of their financial 
affairs and are quite a«re of the financial difficulties nany famers are 
facing today. Itony *naln street* business Eime In rural Maettca, that 
provide service to farx fanilies, are also suffering as a result of the 
financial problons of farmers. 



In an effort to cmtaln the rate of foreclosures and liquidations, 
bankers have eteffied beymd traditional bounds of sfnply lending mxiey to 
their agricultural customers and are counseling and providing more 
non-credit services. However, an Increasli^ niaber oC ^rlciiltucal credits 
are being classified tr/ bank eianiners, Hhich limits the capacity of bankers 
to assist custoaers through the current econanic crisis. Uiere is the 
concern that a traditional anS Inflexible appcoacti by regulatorH In 
exJBlnlng facii and agribusiness credits could ceuse an abrupt withdratBl of 
bonks froB the agricultural and agribusiness loan sector. ITie iB^ct on the 
agricultural industry and rural conmnlties would be dlsastrois £t>ould this 
haKJen, 



iSs~" 
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Tlie fmecican Bankers Association, representing more tton 90 percent ■ 
the nation's 14,900 mnnercial banks, telleves that the situation is 
serious, to give concrete evidence to the problem, the MA Agricultural 
Bankers Division is conducting a special survey to nidate information fro 
the division's nia-yeac 1982 survey of the nation's agricultural credit 
conditions and to get a current assessmait of recent enamlnations of bank 
agricultural loan portfolios by examiners. 

Ojttber, to address the concerns of bonkers and b 
alternative solutions to bank regulators, 
chaltred by ABA President-elect Bob Brento 



s within the agriculture 



long-rarge veil-being of the country and t^e prr^lems of the fanning 
sector, tiiile imediate needs should be addressed with limited 
temporary programs. 

We anfhasize the importance for Congress to give its primary attention 
to the incoK/cost problems In agriculture, Ne do feel, hovever, that in 
vieu of the current financial plight of runy fanerE, changes need to be 
made in the Famecs Hcbb Administration farm loan programs. These are basic 
changes mrranted for the long-term i*leh will help with the current 

This letter will discuss tpecitlc ditflcultles ue see In H.R. 1190, 
whidi covers an extensive range ot topics eii*odyit^ a series oE canplex 
issues. Some of these topics involve interrelated issues ktiUe others are 
Independent siiijects. In order to explain our position anl to make our 
viehs most clear, I wish to comient en each subject in turn beginning with 
the bankirq industry's Involvsoent In ttie ever growii^ agricultural 

For a decade and a half prior to 1973, chronic over-production plagued 
U.S. agriculture. Modern technology In the Com oE machinery, fertilizer, 
pesticides and genetics produced oajor Increases In agricultural 
productivity with cri^ production persistently exceedirq narket demand. 
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In order to reduce the overabundance of crop outpuc and InvanCorle*. 
production control tools (aet-ealde (xovislona, acreage redii^tlai and 
diversion ptogransl have been iKFloiented. lb a certain extent, thla >lx o( 
acreage [xogroma coiyled with the jBe of the long-tern qrsin rsMrve has 
enabled policymakers Co adjust inarket sii(T>lles In an effort to neet deaands 
while keeplrq pclces within dictated boiiids. Ihe long-tent grain reserve 
has been a useful post-harvest device for adjuetlnq siq^y to utllliatlon 
and thereby easirv) price pressures i^iMird or doMnard. Because slippage 
problots are always present with the acreage reduction provlilons In 

_. .-_ .Q control su[T>ly, Uw Mulnlstratlon's 'PIK' fpayaento- In-Kind) 

tely help In reducing additloml need for « 

n suppoTtJi Che ^vkDlniitriCloo's new PIK prograa, 
Hawevei, wb strongly suggest, t^, Qiainnan, that effcrtfl should he b 
Unit acreages of particular crops and to induce fanters to switch b 
planting less surpd its-prone crops. Me believe that IE the policies 

associated with the goverrment's ' "" - - - - 

with the new PIK pco^rtn, i 
agricultural conoditles u 



nonagricultural sectora of the econay depend on expansion of U,G, 
agricultural prodixTtlon to generate Increased eiiplo^nent , utilization of 
capacity and profits. Bnn though ue support the goals of the PIK progron, 
we should not lose sight of the sherse effects it will have en the above 
■lentioned nonagrlcultural aectora. 

Agriculture has chained dramatically over the last few years, Ihe 
average sia of the production unit has becone increasingly larger and these 
units have becoeie Bore capital intensive. FaiBats' capital and credit need* 
are 9rowing at record paces. During the 197a'a, the average amual increase 
in debt exceeded IOiS%. In Um noBt recent years, the growth rate In debt 
outstanding exceeded 15t per year. Farii production expenses will nore than 
doilile in the IMO's. Hw funds needMl to finance annual fan production 
expenses could increase to note than S200 billion over the decade, ccmpared 
with about $134 billion total farm [roductlon experses in 1980. ;ccording 
bo a study publishKi by the Depart«»nt of Agriculture, fam-sector debt, 
>*lch increased fiOB $12 billion In the 195D<8 to $158 billion In 19B0, 
could be about $600 billion by the end of the decade. 

Fano Biports 



EXirlng the 1970's, Aeierican fanners becme increasingly dependent up 
exports as a narket for tlielr plentiful laoduction. Even though the U.S. 
the world's largest expsrCer of fsna products, the Increase In U.S. 
agricultural export prices was ouch less than the gain in either consmer 
Hiiolesale prices, tor the first tine since 19G9-1971, the average real 
export price and fara price (deflated ty the CPI} for export Itams were 
about 12t less in 19B0. 
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r the years, tha Anecican EaiBar has bi 



Icultoral products In t 



productive and efficient producet- of nany agi 
world, ■nn out of every five acres ot U.S. cropland 
export. To produce the record high 163 
one-half million famworlters are needed. 

nils glotBl market has allowed farmers Co vastly expareJ a 
production and has been a real bocn to f 
surplus of U.S. agricultural trade In ca 
U.S. fam exports are expected to decllr 
crop supplies and wak demand keep prices indei pressure. 

c tecovecy would a 



Stroi^er-than-expected e 
forecast significantly. FurtI 
magnified the impact of the 3 



omic slotKIOMi h 
affect il« U 



., continued 



Cperating Loan Limits and ft 



arization 



Kr. Oiaiman, we believe that the operaticn of thi 
Administration should be exantned In relation to the xhole s 
country's financial institutions and the credit needs of the agricultural 
sector of Uie econony. Of the major mbllc agencies that lend to farmers, 
the Fanners HanE AdninUtratlon is the largest and the mast important in 
terms of reflecting Che credit policies and structural Interest of the 
Department of Agriculture. In 1931, the farmers HcMS AOninlstration's 

" ' ' s nearly 50 tlgies its size in 1960. In approximately six years. 



it's 



e lou 



total fan 



than wuld h 



indebtedness had risen 



I 141 fro 



n. 



me degree of sutsidy. In 
r obtains funJs at an Int 
onparable private loan. 



c the Farmers 



s the Fanners Hane Akilnistration's direct 
,000 to $200,000. Ihis Is a much needed diange to 
ana Mmlnistration progrons are iseCul to the 
d particularly Co those producars for itwn the pfogran 
is eitpecced to provide special help: yoimg faraers, faroers adversely 
affected by current econonlc or neather conditions beyond their control, and 
new business ventures. It is essential that financing under these progrons 
provide for the credit needs of econcnlcally sized farm inits. lllese 
businesses need to be large enough to provide a reasonable living iiage for 
the farm family and sufficient cash flow to handle increasing levels of 
business expenses and the servicing of debts. However, che Association 
OPCoses that section of the bill that increases the funding level for the 
iting loans program by an additional S200 million, qiaclfieally 
~ direct loan program is nore dependent on 
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lacuitBHl loaia ftia $200,000 to 
ion to railing the llalt, w widd 
, the Lncceaw be llnltad to $300, OOC. Me fwl that 
loot ia too large an ineceaae. "Rie concept behind this Incceaaa U to help 
fano ciatomets tiho ace failing and ace mable to get IiBids tcoa their 
eilBting ccodltoca. He don't thli* it la ap()Top[iate that the Famera How 
JvtailnlstratiDn should be used as a tool to bail out cn^tcclal lendan not 
dnuld it ba used to ctowj out private letting activity. Ttv hdacal 

pidilic attentlcn has been focused on direct Fedeial bocTowii^ foe financing 
bodget deficits. less veil known la the growth in [livate sector loana Chat 
ace guaranteed by the goverment. Guatanteed loarB rose Ircn $45 billion In 
197B, to over $60 billion in 1979, to icarly $69 billion in 1980, to Bore 
than S90 billicti In 1981. Mb ara lupportivc of additional author izatlona 
for Faniera Haoe AikiinistCBCion as long aa tliey are ptiBarily through 0» 
guaranteed prograis, lAich do not interfere with the eeetliq of legttlnaM 
credit needs by private lenders. 



Ihe Farmers Hone Aikiinistratlon nakea loans to halp low tnec— fornari 
and ranchers who live on siall faraa i^irove their faraiiq and earn a better 
living. Ihese loans are nade on easier tarns than ordinary fan loans, and 
ace intended to olve the linlted resource fsmer a chanc* to beocaa nore 

or at» can quality 

Me recognize that the limited cesource facoer progran has enabled the 
Fatnecs tiane Adninlstcatlon to secve iDttiy famecs vtK> previoiBly could not 
qualify fbc any focn of Fscmecs Hane Adninistration oc other fano credit. 

(bwevec, we question the pcovision of H.R. 1190 which would assure the 
allocation of at least 20t of Facnecs Hne Adnlnlsttatlon's farm Chnertfiip 
and opecstlng loan fiaids for limited cesoucce famecs. He firmly believe 
that ceallatic and Lnsubeidized Interest rates ace In the best Interest of 
farmers. Me recomend that interest rates for guaranteed loans should be 
established throiqh negotiation between the lender and the borrowec, and 
that direct lendirq -^uld be baaed on the cost of money to the Treasury 
plis a reasonable charge for atelnistrstion. Me (to not oppose the pcovlsiofi 
that will allow the Secretary of J^riculture to offer direct farm loans at a 
'lesser rate* if such a need can be demonstrated, but suc^ a lower Interest 
rate program should be limited and very tightly aAiinlsteced. 

Consolidation aid Rescheduling 

Ihe continuirq high and volatile levels of interest rates ace, of 
course, at the heart of the present econmlc difficulties. Bankers are 
extending their resources to carry existing borrowers as much as is 
econdmically prudent, Tt appears that moat tanks have engaged in loan 
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renegotiation, InCeteat only pajnent plans, extenalcn of loan Baturitlaa, 
and even significant rate [eductions to assist stii^gling abII buatnaas and 
f«nD t/ottoveCB thcoiqti the cuTCent difficult period. 

in light of eill tlie efforts banks are naking to accoBmodaCe troubled 
farm borcouers. ue do not see any need to Increase frcn seven to fifteen 
yeacs the period of tine over utilch the Farmers Home hki In i strati on may 
reschedule and reauortlza operating loans. Elowever, we support the 
pcovtston tlMt requires that the interest rate on reschediAed, reaaortized 
or consolidated loans miat be set at the interest rate on the prior loan or 



Eligibility for Elnerqency Loans 

Me scrcH)gly reconnend an alternative program, such as the Federal Crop 
Insurance program, to protBte the national welfare by improving the econaBlc 
stability of agriculture through a sound systan of crop Insurance. Ihere la 
general agreement that the current efforts to alleviate the Inpact of 
disasters are c<j>4>ersca«i di^ilicatlve, inequitable and InefCactlvc. Itony 
disaster protection prograns have been enacted 'piece saal* in raqnnae to 
problems created by particular disasters. M this tine, we cannot support 
the anergency program. 

ITiis perticular emergency loan progran has several HBaknessesi (1) tt 
is Inherently infair in that only saae Earners will receive disaster 
pajvientst (2) it will discriminate against the aiall family famer — USDh 
studies show that large farmers receive proportionately more of the total 
pajnents than do anall farmersr and (2) it will encourage prodiK^tlon on 
BBrglnal lands that are highly susceptible to reduced yields. 

Me have In the pest supported efforts to effect a anoth trHwfer of 
the ninterouB disaster assistance pcograns to a nationwide, centralliad 
Insurance program. Hie only time t» prefer to retain authority for disaster 
pajnents la in areas where Federal Crop Insurance Is unavailable. 

Bitenslon of Time tor Additional Bnergency Loans 

The bill would permit certain onergency disaster borrowers to obtain 
amual operating credit from the agency thru Ft 1984. He enthusiastically 
support this provision of the bill. 

Loan Deterrels 

Under existing law, the Secretary of ^Iculture already has 
discretionary authority to forego foreclosure and defer pajnents. Hr. 
Oiaiman, avan tboiqh 19S1 was the third straight year of low farm income, 
the Farmers Ekne J^kiini strati on MS able to stay with over 971 of its farm 
borrowers. H.R. 1190 puts Into law what the Farmers eaoe Aikiinlstratlon 
says Is Its policy. The Wh does not su|:(iort this proposal became it 
ixovides no aeiibllity In the Department of JIgri culture 'a discretionary 
powers. 
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forecloaures and undatory deferral of paynsnts on principal and Int 

Farmers Hone Acknlnlstration bOErouers t4io can nake tiielr pa^ientji on 
but with a mandatory deferral provision, tould probably <±Ktoet to wa 
Handatory defecial wiild. In our opinion, be a very costly Item. U 
would be mast unfair to borrowrs who lEa other sourcu of cradlt or 
borrowrs Uu reed the funds that Nould have bewi repaid without Ow 



Guaranteed Loan Prograa Aihilnistratlon 

Mr. Chairman, ue like the en^tiasls placed on the guarantaad loan 
progrw which will make It passible for the private aectoc to handle a fair 
shace of the credits texpocarlly not bankable on their own Berlt. M you 
know this progcaa has not been a very successful cne. In an sttMipt to nake 
this lopoctant progroai more afEectiva, the Bxacutive Cdmltts* of th* 
Agriculture Division of the ABA Is in the process of fotimjlaclng a task 
force to study the possibility of an alternative progran. In collaboration 
with goverment agencies, the creation oC a Oertlfled Landara Prograoi will 
prove to be more efficient. Me suggest, Mr. Qialrnan, the use of this 
alternative proqram. Me believe the Implementation of this d^arge will nake 
lendir^ a nore viable prograB and go a long way 
al credit needs of famers today. 

t you give high priority to the support of Famera How 
Aitalnlstratlon adBinlstratlvs authority needs for strengthening the agency's 
field force for effective InplacMntation of Its various pcogms. Bankers 
ate concerned about the ability of the Farmers Maw Mninistration to 
properly adnlnlster Its ouch expanded prograais with llnitsd staff. Me 
believe the Pamers Hmw ^dnlnlatratlon Is the appropriate organization to 
handle the various ^sverment prograaH for rural ;taerica, but. It is 
important that the agency have an adequate, wsll trained staff to anaure the 
timely and consistent administration of the progr^ns. In particular, we 
feel that the pcopoaed centralized guarantee progrn authority tranafer to 
state Fanners Hceie AiiiinlH teat ion offices should be flexible wiough to 
ac c omodate tha [xaferred nseds of the coiaities theaiselves. 
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Ecainiilc aierqency Loan Program 

The Economic Elnergercy loans are for those sJio suffer economic losses 
or a general lack of credit or unfavorable relationships between production 
costs an3 agricultural commodity prices. Tlie emergency lending programs 
tend to reduce the overall threats farmers face from the weather and In the 
market and thus have contributed to farm consolidations and higher land 
prices. The emergency lending programs are like free insurance programs. 
Ihey substitute for soind Insurance programs and discourage the development 

Specifically, efforts to alleviate the impact at natural crap disasters have 
been duplicative and at times ineffective. In Che past, we have reeoinnen[Jed 
a reduction in the funding of the Economic anergency program because there 
are other alternative programs available. There are several privately owned 
crop insurance ccn^nles Chat are oonpetii^ to satisfy the need:s of Mierican 
farmers. The Federal Crop Insurance Corporation, for Instance, which has 
been expanded and modified to cover all-risk and all-county, can and will be 
used Co accoiBudate fanners' crop insurance needs. Ebr the reasons 
specified above, we are not supportive of this provision. In fact, since 
Che economic ^lergency program Is di^licatlve. It wiuld be appropriate to 
eliminate it. 

Me believe the legislative chaises discussed are appropriate ani 
necessary. As active particlpanCs In the rural economy we offer our 
conCinued sufport and oo<^)eratlon for these famlly^farm and rural ooitnunity 



CamitCee as you seek ways to improv 



[^"hU-^^^ 
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BCLNOOC CAMTM. OOWORATMN 



c Honoiable Ed Jone 
i^ctei on Agrlcult 



F*bnury 2B, 1983 



c of propoied leglilatloa chat will Incruic (be 
n the illglbllltT nqulttacnta for lendcra acckini 
ualness and Industry TiagltM of the Pancia Burnt 



rural acUB, and tharafora ballave va hav* coae u rccognlic and apprecUte 
Banker, a flnanca coapaay loan officer, an eaploTee of an Inaclcutlonal bond 



The principal punwse of an 
areas la to Induce an •llocallon 
■onlaa In the urkctplace. In a 
olherwlae be forthconlng. The v. 
often a dlveralflcatlon of econoi 



iona governing Eligible 



We atrongly believe that Che eligibility i 
re not ataffed oi sufficiently experienced Co 
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[OH the FaOA lender and vlthouc exhausClng Its legal loan llnlt 
the SX unguaranteed exposure required by FbHA. 



credit on ■ regional or Indua 



elvEd g«>graphl<:i 



uccessful financing night be pre 
uhoD It Is licensed. Loan anoun 
t ulll be provided vlthln the co 



Thank you Eot your 



Industry will not gi 
de the banks' "narfcet 

esents ■ problen that 



d by sophist lcat«d, CDUpeteat 
rt credit analysis, secondary 



In that the lender best qualified to provide 
nted and approved, regardless of hou and 
should be judged by the econonlc benefits 
ext of conditions In the coounlty and 



I Hill succeed 
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ing civil righca 


enloictmac wichln FuHA program! Hill iddroi, at U»C pir 


tially, <0M of 
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I cruat you will find Chia report infonalCive and helpful. 
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ViA. J^oitie of a&cpnftntatfbe< 
X on JSgrltaltun 



SUttxIB 
■bublngtm, a.C 2051S 
Jun« 25, 1982 



Honoxabla John Block 

Sttcratary 

Dnltad Statas Department 

of Agrloulture 
Hasbington, D. C. 2025D 

Dear He. Secretaxyt 

As you ara undoubtedly awace, last February tha D. S. 
CODBlsaion on Civil Sights releasad a rttport to Congress 
en tit lad, Thm Dacline of Black Farming In America (copy 
enclosed) • The report examines problems confronting black 
famers and the historical and current conditions that have 
contributed to the loss of black-operated farmland in the past, 
and threaten the survival of black-owned fams In the U.S. today. 
In addition to other findings, the report indicated that black 
famers are in particular need of the so-called "limited re- 
source" loans available through the Farmers Boone Administration. 

In view of the pending consideration by the House Of B.R. 
5B31, legislation reauthorizing lending ceilings for FnHA's 
real astate and operating loan programs, I would appreciate 
your providing Be with responses to the following list of 
quastions. 

1. Bow has FmHA responded to tha Civil Sights Commission's 
report? What actions has FmHA taken In response to 
tha Commission's reconnendations? 



How does FmHA respond to the Civil sights Commission's 
findings tJiat in thirteen States, tdiite borrowers ara 
■ore likely than black borrowers to receive their loans 
at low interest rates? 
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How does PmHA ensure that county committee munbera 
are repreeentatlve oC the population of the county 
they serve? 

How does FinHA explain the 39.8 percent loss Of black 
FniHA commlttea masiberB between 1979 and 1980 documented 
' In the ConmlBslon's report? 



Please provide FmHA data on adverse actions taken (i.e. 
delinquency notices, liquidations, foreclosures) cate- 
gorized by race. 

Please provide FmBA's response to the Department ct£ 
Justice's report, Bvaluation of Title VI BntorceMent. 
In the Farmers Home Administration , released in 
November 19 B(). 

Your attention and consideration of this request is moet 
appreciated. Due to the liklihood that H. R. 5B31 vill be con- 
sidered by the full House during the month of August, I would 
appreciate your providing this Information by July 30, 1982. 

Hlth kindest regarde and beat wishes, I an 

Sincerely, 



EJijjm 
Enclosure 



Mr. John Hope III 

Acting Staff Director 

United States Commission on Civil Rights 

Washington, D. C. 20425 



IMJl O— BS— 
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OEPARTMCNT OF AGRICULTURE 

1«(*S«'N6I0<I. D c.»o»so 

iufurt 13 1962 



Hooorabla Ed Jonai 

ChalnuD, Subeo^iltta* co Coaiarvatlon, 

Cradlti and Inral DaTtlapaant 
Co^ilttaa oo A|t1cu1cut* 
Bout* of RapraaantaclT** 
Kaahlnctod, DC 20S15 



Thta it to napooM to tout lactoT of Juna IS, 1982 In iriilch yea 
requemed Infcraaclon relaCIog to Cb* O.S. DapacCBaot of A|rlcultura'a 
(USDA) TespODBe to Che U S. CItXI Ughta CoBlaalon'i raport, Tha 
Dacllne of Black Far»lii|i In *iMrlc« . Our anavara to your quaatloaa ara 

Id Che order In which Chey appeared. 

1. How liaa Fttnara BoMa Malalattatlaa (raU) raipoodad to tha 
Civil Ughta CoimlaBloa's repoit Whac actlana haa FiiHi takan In 
reapooaa to Cli« CoHalaaton' a racoBMBdattonal 

Tha nOA aubalttad tta co^anla on tha CoaitBalon'a raport to m^ ifittng 
Aaalataot Sacracacy for Adnlnle cracloa on April 12, 1982, for ijtclualoil 
In a dapartaaotal raply. I hav* replied Cd Chalraan Pandletoa 
Indtcatlni what aetlona OEDA latalclog to inprove Ita Mifnrraaanf of 
civil rlghta atatutaa. A cap; of ^ latcar la attachad aa Tab A. 

1 tha apaclal prohlaaa 

Aa ^ raapoDie to Chairsan Fandlaton Indlcataa, tha pcoblaaa facing 
Black Carneri Involve laauaa far bayood FaHA, Indeed, these are Isg-ues 
which (van the DcpartBenC cannot addraaa alona. Neverchelesa che 
upcoalng OSDA Haadquartara Ravlaw of FbHA Civil Rlghce acCIvldea will 
foeua oa both FaUA civil rlghta policy and an eiantnaclon of loan 
progtaa procedurea of aaalacanca to aaall faraara including BlnOTlty 

acatva tbalr 



Tha FaHA haa provided cooaldarabla training and Inatructlon to Ita flal 
ataff on civil rlghta and equal opportunity. Coaplalnu of my klad ar 
referred to che DepHctoent 6 Offlea of Minority Aff»Ir« (DMA) for 
InvescIgaCloQ of diBcrlmlnacIon. FnRA follows up on any InfoTsatton 
that Bay Indlcata ChaC minority applicants or borrouera are not balng 
treated equitably. Applicants who apply for farm operating (OL) and 
tara ownerihlp (FO) loan asaliCance mat neat certain basic 
qualiflcatlona prior Co detaralning whcChcr tbay have Halted reaouTcaa 
Therefore, FaHA'a records do not acparate appllcatloos for Halted 
reaource loan aaalstance. 
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dcvtlapiaj 
to PdA li 



«IU raipond to tb* Civil Klfbt* Co^iMlon'i findlnsa 
■hie* boTToifaTi ar* mon likely Chan Black botroiMri 
lan* at loo interait ratciT 

irt provides a vary |ood docuantatiOD of tJia 

fitick farneri Homvar, we feel that PaHA'a c*cocd 

fanara ii battar than is reflected in the Bapoct. 

Iveraely l^act oa Black faraing in Aaerici Ineluda 

operty ovnenhip. tbaaa faccot-a trt aoi: atcributabia 
I diligent aod cmcartad effort to 
t isaLiCance to oveTcoaa thna* (aetora 
nidad by Uw. 



Ue «ie making 



: loa 



c tha fara 



, FmBA. doaa oot eollaet racial data on Llaited Baiourea real 

■ at it does for Liaitad Katouree opatatlot loaoa. Mian nOA 

■ ADP lyitea in FT 1983, ■• will ba abU to battar collacc 
■iooiitj participation in thia prograa.. 

Rov doaa FbBA anforca the Equal Credit Opportunity ActT 



FaWL Instruction 1910-A, f 



lual Credit Opportunity 
FaWL. In addition, tha P&HA Equal OpporcuniEr Staff coadi 
continuing basis, civil rights training nhich toeludi 



(BCOA) in 
anfoTceneBt of 



On Hatch 30, 


1982, the FbBA Mm 


Co_ittae Mea 


>cr Selection. Th 


Directors to 


select county com 



We cannot eiplain thi 
Tha Report Indicates 
Here Blac ' 



I percentage of Black cosnitta 
es tnat in FI 1980, 4.3 percent of cob! 
'ro« 7.2 percent in 1979. I am pleaaed t 
1, 1982, the percentage of Black comitt 
etceot. I MM confident that RflA will c 
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■loorlt; farMTiT 



t IqweC twa VwBA'm dsllnquaikcy raduc 



■ MBlnlatratlon doaa Dot eollact Inf or>atloii <a data on 
Urn* by racB at athnlc iroup, Th* tapaet of advaraa actlona 
■ct of dcllnqiuiic7 tadnctlODB bam bean applied isilfarHlr to 
all fara opecatoTa wltbout tegatd te raea. 

11. Plaaaa provide FaBA'i caapooaa to tha Dcpartaaat of Joatlca'a 
report, Evaloatlon of Tltla VI Enforceasnt In Che Far^ra Boae 
UBtntattaClon, nlaaaad In noraaber I9S0. 

FdA haa not Bade a formal reaponae to tha Daparteent of Joatlca'a 

■ucb of the report lavolvea the Depattaant * a CItII KlgUa 
poller dcTalopaent and enforeoBent funetloa, TmBA baa amlcad dlractloD 
froB the DapaEtaent'a dvll rlghti ataff. The Depattaant'e Office of 
Minority Affair* la now In a podtlon to csapood to the Dapartaant of 
Joatlce'a pollcj reco^aendatloaa. FdA baa, boveTet, taken the 
Initiative to lapleaant thoae reco^Kudatlon* of a pEoeadaral or 
BanagCBaiit natata within Ita autbotltr. Spaclfleallr, It haa radaalgnad 
tta Civil Ughta Tralotns Frognn, ta In tha pncaaa of davaloplnt a 
COBplIaDce Review Handbook, and baa achadolad a tevlalon of ICa ClTll 
UgbtB InsCTOctloD for FT 19B3. 



Sincerely, 
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Pendleton 



Unltod States Conmtsslo 
Civil Rights 

Washington, DC 2042S 



Thank you for sharing with me tha CommiEEion'E February, 1962 
report, Th e Decl ine^ o t Black Farming In ftinaftca . We at tho 
Department' o'C* AgVicuTture are deeply concerned that national 
agricultural policy and programs provide equity for all persona. 

your report speaks of two levels of problems: (1) the general 
problem of the declining number of Black Earners and (2) th* 
specific problem of enforcing nondiscrimination law in USDA 
programs. The question of cumulative Impact on minority groups 
and the Department's response to this situation cut across both 
levels. 

With respect to the impact of policy and programs on Black small 
farmers, your report focuses on the role of the Farmers Hona 
Administration In providing farm loans. However, your report 
discounts the Eact that other sources of funding account for 91,2 
percent of the farm real estate and 84.9 percent of the farm non 
real estate debt in the United States, In short, the Farmers 
Home Administration plays a relatively small role in the total 
farm credit picture. Both the problems in, and the ultimata 
solutions to, farm credit matters encompass far more than tha 
Farmers Homo Administration within the U.S. Department of 
Agriculture. 

Your report also takes note of the loan performance record of the 
Farmers Home Administration and suggests that the size of loans 
received by Black farmers versus White farmers is dlsparately 
low. However, IE this alleged disparity In the average slza of 
farm ownership and operating loans were put into perspective, ona 
would note that the average size of a Black-operated farm is 
approximately 1/5 the size of the average White-operated £ar« 
<S2.8 acres versus 405. S acres, as of 1978). This, of course, 
would markedly affect the size of loans needed and requested. 
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In addition 2.3 percent of all Farn operators wars Black [a* of 
1978), but S.e percent of the operating loans went to Black 
operators [In 1981). Consequently, the word "disparity" may b* 
,out of place If it is describing the percentage of PnHA fara 
operating loans to Black fanners versus White farners. Finally, 
as you are awaie, disparate numbers do not. In and of thenselves, 
prova discrimination. There- are many factors taken into 
consideration in approving or rejecting loan applications, which 
do not necessarily warrant being given a racial or dlscrinlnstory 

In addition, your report fails to take proper notic* of the 
nonracial factors at work in society which have served to 
Influence decisions by Black snail farners about pursuing a 
profession In farming. Economic, technological , and structural 
factors have determined the rate of decline among farmers far 
more than sociological factors. Also, private sector eMpl'oynent 
opportunities for Blacks have expanded. In sizable part du* to 
the passage of civil rights legislation prohibiting 
discrimination in enploynent. As a result, wany Blacks have left 
the farming environment to take advantage oC those non~rural 
private sector employment opportunities. If that factor warrants 
a racial connotation, the connotation would probably be positive 

Finally, your report Identifies the limited resourc* loan program 
as being intended for Black small farners. in fact, the 
statutory language does not mention giving Black small farmers 
any kind of preferential treatment so far as receiving a Limited 
Resource Loan is concerned. 

These matters notwithstanding, we have takan a number of steps 
internally to improve our civil rights enforcement programs. 
For example, we hav* recently completed a reorganization of th« 
Office of Minority Affairs In order to ensure more timely and 
effective complaint Investigations and compliance reviews. In- 
addition, as part of a four-point program which Is a part of a 
redirection of the Office of Minority Affairs, we ar« 
centralizing all civil rights policy development [to include both 
Titles VI ^nd vil) in USDA to be within OHA. 

Secondly, we are revising external and Internal civil rights 
regulations In order to define relationships between OMA and th* 
program, agencies. These Initiatives are designed to ensure that 
operational efficiency Is combined with the firm incorporation 
and consistent application of the principles of civil rights In 
USDA under the policy direction of the Director of the Office of 
Minority Affairs, for the Secretary. 
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As a third point in WA's four-point progran, w« hava authorized 
OHA to work closely with FmHA to begin a compreha'nslve conplianca 
review at FmHA's Headquarters office which will cover the program 
delivery issues raised In the Commission's report. Pourthi as a 
follow-up effort to the comprehensive compliance review, wa will 
direct senior staff meinbers from OMA and FmHA to focus on both 
civil rights policy and operational policy while exanlning and 
refining, as appropriate, FmHA's procedures of loan assistance to 
small farmers in general, not merely to Black snail farners. 

This examination will be conducted within the context of the 

tenets of the Hew Federalism concept as enunciated by the 

President. As part of this examination ny staff will address the 
following Issues t 

Is It a proper role for the Department of Agriculture Co 
guarantee racial, ethnic, or gender diversity aitong small 
farmers, when the very viability of small farmers generally Is 
an Important agri-economic Issue? Is it a proper role for 
government to Inject Itself into the free >]eclsIons of 
individuals responding to the operations of the market place? 

Finally, the Farmers Home Administration is revising Its 
Instructions for the Limited Resource Loan Program and the 
composition of county committees, and Is reviewing its civil 
rights compliance program. 

Taken together, these measures by OHA and FmHA should go a long 
way toward improving the civil rights enforcement program of th* 
Department. Enclos«d is a copy of the responses to the seven 
specific recommendations contained In the Commission's report. 
The responses provide supplemental Information to the activltlss 
detailed above. 

The Department of Agriculture appreciates the Commission's 
Interest in the matters it has raised which apply to liSDA, and 
for the recommendations it has offered for our consideration. We 
feel that we have-come a long way since the Commission's 
first report on agricultural programs in 1965. 

I Rodriguez recently was appointed Director of our 
ilnority Affairs, 447-5681. We urge your continued 

communication with him and feel you can count on our cooperation, 

under his leadership, in the days ahead. 



( o/m1 



JOHS BLOCK 
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SPECIFIC RESPONSES TO COMMISSION RECOMHEMDATIONS 



RECOWHEWDATIOW 1 . Congress should hold oversight hearings on 
.problems related to Black farmers, Incloding Farmers Hone 

AdMlntstratlon's actmlnistration of the Limited Resource Loan 

: Admintstratton should revise regulation* 
■ ed resourco borrowers,' stricter 

credit-elsewhere tests, etc. 

RESPONSE . If any such hearings ore held or any in'-depth studiea 
ar* initiated within the executive branch, they should focus on 
the totality of rural credit sources and not on the Farmers Hob* 
Adnlntstration alone. FmHA accounts Cor only 8.8 percent of th« 
fara real estate debt and only 15.1 percent of the far* non-r*al 
estate debt. The Farm Cradit Systen administered by the Far* 
Credit Administration accounts for 4Z.3 percent of the far* real 
estate and 25.8 percent of the farm non-real estate debt. 
Conjnerclal banks account for B.3 percent of the farm real estat* 
debt and 3S.4 percent of the farm non-real estate debt. Any 
solutions to th« credit problems of Black small farmers must 
Involve efforts by all credit sources. 

FIbHA Is currently revising its Instructions for the Limited 
Resource Loan program. It will clarify eligibility requirements' 
and present a stricter "credit elsewhere' test to ensure that 
only qualified loan applicants are approved. 

RECOMHEMDA TI O W 2. United States Department oC Agriculture should 
develop' a' ^e'pa'r't'ment-'wlde program to assist Black small farmers 
with special emphasis on outreach. 

RESPONSE . One of the components of OHA's four-point program is 
that senior staff members from OHA and FmHA will build upon the 
results of s planned comprehensive civil rights compliance 
review, to be conducted at FHKA Headquarters. The comprehenslv* 
review will include an examination of the degree of effective 
outreach efforts In FmHA's loan programs. Specifically, the 
senior-Staff members will focus-on both civil rights policy and 
operational policy. This follow-up focus will examine and 
refine, as appropriate, FmHA's procedures of loan assistance th 
small farmers in general, not merely to minority small farmers or 
to Black small farmers. 

RECOHWENDATIOM 3 . Require Assistant Secretary Cor Administration 
to 'sign off* on new policies aiiid procedures to ensure minority 
needs and concerns are considered during policy fornulation and 
program planning. 
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sane (Secretary's Memorandum 1662, Supplement 8). In general, 
the system has worked for reorganizations, relocations and 
environmental impact statenents but not for policy and" prograa 
decisions or the budget. The Office of Minority Affairs will 
, revise and strengthen this requirement to cover all policy 

actions. The Office of Minority Affairs- has been reorganized to 
more effectively control and coordinate civil rights policy 
within the Department. 

RECO MHENT JAT IOMS ' _ ..._ . 

monTtor Farmers Home Almlnlstf' 
Credit Opportunity Act (ECOA) . The United States Department of 
Agriculture, Office of Minority Affairs should develop BCOA 
enforcement guidelines and require Farmers Home Administration to 
collect racial data on participation In the Limited Resource Loan 

RESPONSE . Although UEDA has its own enforceraent mechanlsn for 
"all other civil rights laws, a pecularity of the regulations 
enforcing the Equal Credit Opportunity Act gives enforcement 
authority over USDA credit programs to the Federal Trade 
Commission. We have had virtually no contact with FTC. Three 
years ago ue recommended to the Federal Reserve Board that OSDA 
be delegated enforcement authority over its own programs under 
the Equal Credit Opportunity Act In light of Its existent civil 
rights enforcement program. We received no response and did not 
follow up because we generally have enough authority to enforea 
nondiscrimination in credit programs under our own regulations, 7 
CFR 15, Subpart B. 

FmBA is currently attempting to collect racial data on Limited 
Resource Operating Loans within FmHA's Limited Resource Loan 
progran. The Limited Resource Loan Program is one o( thre« 
special programs for small farmers {the other two programs 
include the Pilot Project for Small Farm Enterprises and th« 
Small Farm Assistance Program). As of September 30, 1381, Black 
farmers had received 377 of the 3,765 Insured operating loans 
under this program (roughly 10 percent of total monies 
dispersed). Data collection on Limited Resource real estate 
(farm ownership) loans must await FmHA's conversion to Its new 
ADP system. ' 
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R ECOHHENDATION fi . Farmera Home Administration should review 
Tle'ld enforcement ol ECOA, set fiscal year goals for minority 
participation In the Limited Resource Loan Program, and increase 
civil rights staff at either National Office or State level. 

RESPONSE. FmHA continues to establish loan goals In general 
prior to the beginning of each fiscal year. The appropriation* 
process in Congress influences the Department's ability to 
accurately project the amount of funds It will be able to make 
available for loan purposes on an annual basis. 



FmHA is currently revising Its agency Civil Rights Compliance 
Instruction, 1940-D. The internal agency Civil Rights Traininq 
program has been revised to include the Equal Credit Opportunity 

RECOMHEHDATIOH 7 . County committees are losing minority members 
rapidly. Earners None Administration should monitor and ensur* 
that committee persons are representative of county farm 
operations. 

R ESPONS E. FmHA has issued an announcement (AN 672, 'County 
Committee Member Selection," Harch 30, 1982) which directed State 
Directors to appoint county committee members which better 
reflect the male/female and mtnorlty/non-mlnority diversity of 
farm operators in the respective counties. In addition, PmHA's 
Equal Opportunity office will provide the Administrator with a 
make-up of county committees. ^KA's EBO staff already receives 
a quarterly computer printout that reports the minority and 
female composition of FmHA's county committees. 
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Congress of tfie INnfUb Atotut 



Ki4lMtlM,]B.C 30919 
March 2, 1983 



Honorable Ed Jone» 

Conaervatimi, Ccadlt and 

Rural Davelopment Subcoamittae 
1301 Ifiiig»OTth 



Dear td: 

1 would like to request: that the 
U. 5. CommlBBion on Civil Rights entitled ma pei 
FamlnjE In America be made part of the Hubcomnlti 
record on H.R. 1190. 

It Is my understanding that Secretary Block'a rei 
the report has already been made part of the off: 
record. As you know, Mr. Block's June 25, 19S2 : 
you regarding the report saya that USDA will rev; 
Civil KlghtB Instruction. And Mr. Block's respoi 
Pendleton on the report says that Mr. Isidore Soi 
Director of th* Office of Minority Affairs, wouli 
comnuni cation ulth the Civil Rights ConmlsBlon ri „ 
issues raised in the report. Hr. Sodriguez, as we al 
was recently fired becuase of his proposal that USDA 
the way In eliminating discrimination language fri 

is inportan 
be made par 

Thank you. 



"LS? 




..Google 



264 

The report is held In the conmlttee files.) Excerpt follons: 

The Decline of 

Black Farming in America 

A Report or 

(he United Slates Commission 

on Civil Righu 



1. latroductlon: The Decline of Black-Ope raced Farwa 

2. Hlacortcal Background 

3. CurreDt Conditions Affecting Black Faners 

4. Pamers Hone Adalnl at ration FrograBa 

5. Civil Bighta Enforceaent 

6. Conclusion, Findings, and Reco^endatlons 

Appendices 

A. Farm Definitions Used In Censuses of Agriculture 

B. Hethodology for EstlBstlng Nuaber of Black 
and White Farm Operators Excluded by Change 
In the 1976 Census Definition of • Fsra 

C. Hethodology for Adjusting Undercount of the 1969 Census 

D. Black Farm Operators In the United States (1978) 

Tables 

1.1 Fsms Operated by Blacks and Whites, 1900-1978 

2.1 Blsck-Ope rated Comercial Fans in the South 

4.1 Number of Black FnHA Co^lttee Henbers (1979 and 1980) 

4.2 Fan Loans Awarded In Five FnHA Programs by Race of 
Beneflclartes (Fiscal tears 1980 and 19B1) 

4.3 Fam Ownership Loans (Fiscal Year 1981) 

4.4 Farm Operating Loans to Minorities (Flacal Tears 1971- 
1981) 

4.5 Farm Operating Loans (Fiscal Year 1981) 

4.6 Disaster Emergency Loans (Fiscal Tear 19B1) 

4.7 Economic Bqergency Loans (Fiscal Year 1981) 

4.8 Soil and Water Loans (Fiscal Year 1981) 

Figures 

5.1 Organizational Chart: U.S. Department of Agriculture 

and Farmers Home Admlniatration Civil Rights 

Enforcement Staff 
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Finding!, and lUco^Miidatlom 

Mhll* all foully fanara auffer the thraat of dlaplacSMnt fron 

.r land, Che rate of dtcllna of black- op« rat «d fana over the 

: decade UBS alarolng — S7 percent — a rat* of loaa 2 1/2 tlaes 

hat for whlte-operatad fana. Only 57,271 black-ope raced fans 

'eaalned In 1978 coapared to approalaately 926,000 black-operated 

1920. thui, alBoat 9A percent of the faras operated by 

ilacka have been lost alnce 1920, and at the current rate of loaa 



here irlll be f 
:he end of t 
Thii tragic 



than 10,000 black far^ri la the United Statee 

decline of black fana li rooted In our Ration's 
especially In the South. A> related In earlier 
froB slavery brought little econonlc Independence 
:beT than land, aoet blacks Inherited poverty, 
lllteracy, ami little opportunity for advanceneat. Sbancropping , 
which ahould have been a atepplng stone to land Dtmarshlp. instead 
ensnared blacks la a acheae designed to Bslntaln the itatus quo. 
Whites violently resisted any social, econonlc, or educational 



laproveaent on the part ol 
of the social order. Eacl 
of land resulted In analli 
those black* who were abli 
credit Inextricably tied 1 



blacks that alght have lad to disruption 
SB In extension of cr*dit and the selling 
:r and less productive landholdlngs for 
I to buy their own faraa. The systaa of 
•lacks to cotton, and both when cotton fell 
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pear to Ctaa boll H««*ll and irtiaD tb* wrkot «■■ gluctod, bUeka imtm 
luit ciuhloMd br Inicltutloul suppolt. Fmt and lllttaraeT 
TODdarad blacka aailly asplotcad. What ibould bava hma ■ SMara 
poaltlon Id agrlcultura tnread out to ba ■• ■tniggla mattlj tat 
■urvlval. And aa bluk fanars ■tnigtlad for aurrlTal, chaj 
racalvad Inadaquata support fro" tonriMaot progrua which fallad to 
braak with ■ hlatory and anTlTOBaant of raelaa. Iluka «aia daslad 
an aquicabll ahara In public aducatlon, lanaral lovar^Hat rallaf, 
and apodal farm profraMa — and laft dlapropOTtlonatalr Tnlnarahla to 
aaaalnglr nautral groaa aconoalc aad agTlcultursl tranda and 

Tbaaa blacka afao, agaloat odda, hava aurrlTad aa (araara 
coDtlnia to auftar conMqaancaa ralatod to tha Ealattvolr aiull alaa 
af tbalr Mrgtnal laodboldlnga. PrloTltlaa for agrleultaral 
raaoaicb (aatabllahod and aupportad In larga part br State and 
fadaral funda), ocobobIob of acala ralatod to MchantutlaB, 
Incraaaad pioductl^on taaultlDg ftoa tMhnolagri go»»rnMiit tana 
plica and l^oaa aupporca, tax iMaaflta, and inatltattooal landing 
practlcaa all ata gaarad to laTga acala faialng. Tba banaflta 
accruing to larga farm aparatora, nbo ara prcdoaluntl]' iffalta, placa 
black aaall farm opaTacora In IncraaalnglT dlaadvantageoui and 
noncoapatltlva poaltlana. Tha dlsparltlaa raaultlng Croa tbaaa 
atructural btaaaa are ca^ouBdad by dlacrlalnacloo, both taal and 
pacciivad. Tbla dlicTlalnatlan parpatuataa black'a hlatorlcal 
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diitEuat of the lagal •;■(« and Itndtna Instltutloiu, Inblbltlng 
■OM blacks froB *aeklDS cradle and axpandlng tbalr fan oparaclona 
CO uka thas «on Habla, and avail iTum wtltlat villa. 

Tb* Faneri Hoaa Adalalatratlon, with a hlatorlcal alaalon ca 
pTeMTT* and anhanca tha llvallbood af cha fasllT fanar and a 
budget for tan loana that arcaadad |6 billion Id flacal Taar 1981. 
it In a unlqna podtlon to aaalat black faraera. PaBA, hovoTar, baa 
not given adaquac* (Bphaala or priority to dealing with cba crlila 
facing black fataara toda;- In 1981 blaeka raeelvad only l.i 
parcant of the total dollar aaounc loanad through raHA** tara credit 
prograaa. Wblla atatlatlca on tha rat* and aaount of loani awardad' 
to blub* do not alona dcaonatrata disc rlnlnat Ion, cUarlT, Che 
level of ■■alatanca provided la Iniufflcient to correct the effect* 
of pait iHqultlea or to reflect the urgancT of tha problea at band. 

Of pardculmr coiuam la tha Halted reaource loan prograa. 
Coogresa expceail; Inte^ad thla prograa to baaaflt mlnorltlaa, 
wcKn, low-lncoaa and beginning faiaera — thoae who he*e had 
difficulty obtaining credit In the paat> With lovered intareat 
catea, thla la the only faia loan prograa daalgnad apeclflcaUy to 
offaac, to a aaall degree, tha hlatorlcal and preaent clccuatancaa 
that allltate ao atrongly agalnat tha aurrlval of black faraa. At 
■ beat, the Halted reaource loan prograa would not begin to tip 
e icalea agalnat the aajorlty of loan, cnaandlty, reaearch, and 
I prograaa that ovenrttalalngly favor alddla and upper Incoae 
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far^ri who are predoalnaBtly vhlta. II haa tha pocaatlal, 
noneChelaaa, ta pTovlda the Baana bjr which matir black faiaara could 
cootlnua to work their land* 

Howevar, It appaara that thla potantial baa not baaa raallaad. 
Evan tha llaltad rcaourc* loan progcaa hai not b««n ad>tDlataT«d Co 
tha benefit of black faimera. The aajoclcr of black FiAA fan loan 
borroiicca are not provided these low-lntaraat , Halted raaaurca 
loaoi, but loataad cecalia their loana at regular intareat racaa> 
Id mmt Statea, black boriowac* received proport tonally fewer 
Halted reaouree loana than white borrower! ■ 

There are indlcatlona thai FaH& aar be involved In the v»tj kind 
of racial diacriainatlon that it ahould be seeklus to correct. 
Perceptiona held by black faraara and coaaunlcy- baaed organliationa, 
along with conplalnta and coapllance review finding* and analyaia 
of United reiouTca loan dale all auggeat that raUA, in ioaa 
tnacancea, concribulei to the prablea rather than to Ita 

Civil right* enforccBant wllhlD USDA doe* not addrea* 
effectively thia problca* Enforceaent 1* dlipereed at varloua 
level* of USU adnlnlstratlon, without clear llnea of authority and 
accountability. Internal 1 uvea tlgat ion* aeldoa find noncoapllance; 
aanctlona ate rarely applied. Conpllance review* conducted by local 
FaOA itaff often Involve a conflict of latereit and reflect 
inedequale aotlvation and training; coapliance review* conducted by 
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aftoTts 



USM'i Offlc* of Equal OppOTCiulCr Bod FaHA'* equal opportunltr 
(Caff •!« too few to have an lapact aationwlde, and there la little 
•vidence of followup to confirm that neadad action haa been takan to 
correct vlolattona where thej have baan found; coaplalnt raaolutlona 
appear to be Ineffacttve and untlBaly. 

While eaapllance teTlewa era of erlttcal laportance, they cannot 
be relied on aa the aola anforceMnt sachanira or aotlvatlng force 
behind civil rlghta etapliaaca. It la aaaantlal that civil rlghta 
coDcema and goala be Incorporated Into ragular progran apd 
BanageKnc objectlvea. Eattlng alnorlty loan target! la one 
nacaaaai? programaclc atap toward nnaurlng that gen 
Bade to iDfora alnorttlea of FaBA prograaa and that 
provided avarj poaalble oppottonttr to obtain naceaa 
for which thay are qualified. Rcwavat, FdA'a fallu 
affective civil tighca effort ia reflected in the fa 
offlcea are not aaked to evaluate local ainotlty needs 
participate In aattlng and atrivtng to aeet ainorlty lo 
In aoae Statea, sloority loan targets Id 1981 .dec 1 In 
Duabei of nlnorlty loana actuallir made In 1980. 

To prevent tha coaplate diaappearance of blacka as faia 
opatatoia, It will be neeeasery for the Faiasra Hoaa Adalniatratlon 
to eatabliah, and atrlva toaarda, aore aablttoua goala. Hhile civil 
rlghta goala and enforcaaent cannot overcoae ell of the 
dlaadvantagea that walgh agalnat black faraara, theae efforts. 



iry flnancini 
ct that coaoty 



targeta. 
Ined below the 
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DDDCtlMlasi atj coal 
mci. The CohIi 
■pons Ibl 11 tie* n«i 
■CltUtlOD without 

ndat* i* to provli 



thoush >eag«r Id the oTcrall cantaxt of Aaarlean •t'^cultuta', 
Ibut* ■IgDlftcaDtly ta Itaa llvaa of black 

ignltai that TtBA InterpTaca Its 
:owly, aa cbough It uare itrjctlr ■ baoklnt 
■oclal function. Howent, as an aiencr ohoaa 
auparviiloa and loana for aaaaaclal n«da to 
•tala cradlt claawhaTa, th« Fanara How 
A^lnlatrallon b*i not only tba Jurisdiction, but the 
-••poDBlblllty, to Hka arety effort to anaura cha anrvlval of bla^ 
laimlng In Aaetica. 

Bltbetto, thara ha* bton » algnlficant Foderal taapoBa* to hale 
:ba alantng rate at which black* are loalng choir fana. Tha need 
latomntion la iBMdlata. To addroaa, at laaat partlallr, tha 
>ff*cta of diacTimlnattoB that Inhibit tba auccaaa of alnoritr 
nara, apeclal afflnatlve effort* aust b* aada to anhanc* tha 
riabllit; of slDorlty operated fana. Pallowins are CoHilaaloa 
indsttoB* for action oUcb raapond to fiodlnt* ■*d« Iq thla 

'Indlnga and 1 



enrreat rate of daclln* of black-oparatad facaa in cb* 
Statea la 1 1/2 tlaaa tha rate of daelina for whita-oparacad 
If tte rate of black land lo*a conttDO** uoabatad, there 
fauar than 10,000 black faraer* at the end of the nxt 
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blacorlcil mlsilon lo preserve •nd anhanc* the 
:hoae tmlly faTBcri In netd who cannot obtain credit 
ftoa other louTCO, the Fanets Hdh Adalnlitratlon of the' D.S. 
Department of Agriculture Is In a unique poaltlon to pcovld* 

! that could prevent the loaa of black fama. HoMVer, 
of the total aaount loaned through FtflA-a fam 
:n FT 1981 WM awarded to black farmers. Koreoyer, 
I program, the proportion of loans made to blacka 
I9B0 and 19B1. 

iniura that loana era provided to disadvantaged 
I, In 197B. craated limited resource loam. 
!nt of all farm ownarahlp and farm operating loans 
'geted by FiHA as llaltad resource loana to lo<i-lncoma 



1.5 pel 
credit prograai 
Id each farm 
declined betwei 

In order 
fsraari, Congri 
Tventy-flve pci 

specifically 1( 

Hoiwvar, allcgi 
Inappropriate] 
elsewhare If t 

Opportunity ha 
participation 
limited taaoui 



ipeclal terss and at reduced Intare 
lent if led minority far^rs as among 
met and aa Intended beneficiaries 

I have been Bade that FbHA loana 
> to farmers who vould be able 
iqulred to do so, and that limited r 
id to those not truly In need- 
Home Admlntat ration and USM's Off 
'. failed to obtain and evaluate data 
I the limited resource loi 
: loan data obtained by C< 






:e of Equal 

on minority 

a. Incomplete 

ataff reveal th 
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Che majority of blacka reccl«lo( faiM op«TatIn| Isana 4ld ao at 
tegular Intaraat rata* rather than under the special Halted 
raaourca loan provlalona Intended for faiaeca who would hava 
difficulty repaying loana at ragular Interaat rataa. In aoaa 
Statea, black boTTOHar* raeelvad proport Innately (ever loane at 
Icnr-intarait rataa than white borrsmta. Thua, the available data 
appaar Co aubatantlate the concern* raised bjr tamt black fatBar* and 
othara ttfao criticise FbBA for providing low Intareat loana to 
■ell-aatabllabad, prcdoalnantly ohlte faraar*, further coBpounding 
the dlasdvantageoua and noncospatitlve position of black and Rull 
facaara. 

taco^ndatlnna 

Congress should conduct oversight hearings on the axtent to 
■hlch USM policies and pcograaa address the problems related to tba 
loss of black-operaCad taialsnd. In parttculai, Congress should 
ezaaine Che adainlatcatton of lialtad resource loana to dacermlae If 
cheat loan* are being atda for the purposas which, and to those 
whoa, Congresa Intended. 

The Faraecs Home Adainlatrator ehould revise FdA regulationa to 
enaur* that fara loan* are provided to those for wboa Congress 
intanded. For esaapla, FnHA reguletioos should: 

— require itrlcter "credit elsewhere' tests to deteraine 
If credit Is avsilablt to applicants froa other sourcea; 
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LflODce and urgency of 1 
rlcy fBiBcra. Agaoelei a 
r thla purpOM, wltb a 
evaluattd. Special eaphasl 
outreach to ■InoTttla*. Agencla* ihould t 
alternative pcograa appToachea and change* 
procedute* whlcb. If lapl'eMntad, would i 
•xiatence and anhance the vlabllltj of bla 
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3. finding 

Ih* lyiteBactc conaldaraclon of BlDoiltir na«ds and 
poller foiaulaclod aad pia(»> plaanlat 1* •wcntUl for 
■eanlnfful civil Tlgbta afloi 



. 1662, 
■upplaaantB, raquln 
accarac* alnorlty protcaa pai 
la advaoca of Iha | 
and pToeaducai for 
Mnorandua 1662 and 
lBpl«witwl. In pai 



thai >i: 



ihelr dvl 



For tbla raaaon, DEDA's Sacntary'a 
llcy oa Civil U|hta'. and Its 
D3U aianclaa collect and avalnat* 
Iclpatton data; aat ■looritT tar(aca 
1 and avaluata all propoaad pollcta* 
1 il|htB iBpaec. Howavai, Sacraurj'a 
•wata hav* not bean fullT 
rtlcuiar, alnorlc; protias participation Cargaca 
advanca of Cba prosraa raar and pollclaa ahlch 
vDuld algnlflcantly affact ainorlttaa bava baan prapoaad atthout 
civil Tlshta lapact analrala. 
Kacaaaandation 

Tha Sacratarr of Afrlcultura abould laplaaaat all OEU civil 
rights pollclaa and' raculatlona. la pattleulai, tba Sacratary 



•hould raafflia tba pollctaa and obJ< 
KeiMraadua Mo. 1662 and Iti auppleaai 
cstBbllah proceduraa (e.g., requlrlni 
of AdnlDlatratloa "algn-off" on new i 
•naura Chat Office of Equal (Ipportunlt; 
obtained prior to their l^ileBentalion, 



lea of tbe Secretary'e 

Tba Sacretarj ebould 

:hat tha Asaiatant Secretary 

.iciea and procadare*) to 

iviaw and approval 1* 
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4. Finding 

The Equal Credit Opportunity Ael 
bjr lendara (Including the Farwre He 
□t race, color, rallglon, national c 



<ECU) prohlblte dlicrlBlaatlon 
M ildmlnlatratlon) on the baala 
rtgln, •«, aarltal atatue, age. 



receipt of public aaalatance baneflti, and good felth exarcla* of 
rights under the Conauaer Credit Protection Act. -the Federal Trada 
Co^iBlon (FTC) la authorliad to enforce coapllance with ECU In 
direct loan progian* adnlnlatered b)F the PaCBti 
Administration. Hoeever, the FTC doei not BOn: 
Inveatlgate all complali 
■ regulatlona 
•o> In the abeenei 
either DSD* nor tk 



coBpllanee, nor doae 1 
the FTC Is enpovered t 



rslght by the FTC, nel 



ve loped an adequate ECU enf< 



FbSA'i 

And, although 
illoea goyarnlng 
if any guidance and 

Hsu 



The Federal Trede Connlsilon ahould evaluate FtfA's co^UaDC* 
with ECIA and laaue regulstlona and guidelines governing 
iBplenentatlon of eoopllance revlewi and conplalnt Invest IgaClona t 
be conducted by the FTC, USDA, sod FnBA. 
5. Finding 

USDA'i Office of Equal Opportunity has DepSTtBSBt-wtd* 
responsibility for developing b coaprehenslve prograa to ensure 
equal opportunity In USDA prograns. However, OEO has felled to 
Bonltor, sec standards, or develop guidelines for agency civil 



..Google 



ia7 

Elihta anlorccMnc of ctic Equal Cradle Opportunity Act. 
FurtlBrBOT«, In Iti ova enforceaanl aeclvltlai. OEO bai fallal. In 
•oa* caaaa, to raapond In a tlaeljr and •fCacclra aannar. 

laeo— nJatlon 

Tha Director of USUL'a Offica of Equal Opportunity abould: 

— davalop ragulationa, (uldallnai aad training pactalolat to 
anforcaaant of tha Equal Credit Opportunity Act; 

— taqulra eollactlon and avaluatlon of llalcad caaouTca loan 
banaflclary data brokan domi by caea. athnlclty, and aai; 

— oatabllah apaelflc tlw-fraaaa for Initiation and collation 
of coaplalnt ln<rflacl|ationa and coapllaoca ravlam; 

— eacabllah procaduraa for folloir-up raiardlng (ladln(a of oon- 
coapllanca In coaplaint lavaattgatlona and eoapllance 

6. Finding 

Tba ratBara How AdMlalat ration lack* ayatautlc aad effectlva 
procaduraa for floaurli^ civil rlghta anforcoaat. In particular, 
FtfA baa fallad to davalop guldallnaa and conduct rivlawa BODltoTlDt 
FdA'a CD^iUanee with the Equal Cradit Opportunity Act. Siatlarly, 
FMA haa failed to aat neanlngful slaorlCy participation target* In 
a ttaely Banner nod to obtain and avnluato data on minority 
participation In tba llaitad taaource loan prograa. 
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Tha Fai 
— raqul 



i noma AdBlDlaCCator ibouldi 

that target* for. minority pirticlpXloa In FbHA 
., Including the Halted reiouica loan progras, 
illihad (prior to the program jear) and sec at tha 

additional adequately trained ita/f to monitor 

target* and part tclpat ion, the quality of aervlcea 

reach to alnorttlea, aod conduct compliance roTlewa; 

apeclflc Interpretetlona of ECU requlcementa and 

h guidelloea for enforcement In TdA loan prograaa. 

Finding 

FnllA county coailttae* compoaed of three Beabeia, at laaat two 
, deteimln* the eligibility of FdA farm loui 
1 and the lialta of credit to ba extended to borrowera. 
CoiBlttae membera are noalnatad by ItOA county euperviaora and 
appointed by FaUJL State dlrectora. BeCnen 1979 and 1980 tha nuaber. 
of black cooalttae mesbera fall 39>S percent natlonwlda, deapita an 
Increaae In overall coaslttee semberahlp during the aame year. The 
loaa of black coHlttee membera na eapeclally aevere at the State 
level, where, for example, Teooeaaea lost 93>3 percent of Ita black 
co^lttee membera, Georgia — 60.7 percent, Klaalaalppi — 56.3 
parcent, Alabama — 48.6 percent, and Taxaa — 4S.S percent. 



epplice 



The Farmer* Home Adminlatrator ahould aneure that county 
co^ltteea era lapreaentatlve of the population of the county uhlch 
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n Kansas City, Ho., 



BY MR. COLEHMI 



Ladles and ganclsaan. thank you for coalng to tha basTlDg today. I have 
« sEataiMnt I'd Ilka to sake befora wc stait. ?lirst of all. the putpose of 
the special field hssrlng Is to aiBBlne tha fan credit situation and how tha 
FaTmeiB Hme AdMlnlstiation la reacting to the financial crisis our fsnan 
are facing. I do regrat that aj collaague, Ed Jones of Tennessee, who is 
Chsltmsn of the House Agriculture SubcomBittaa on Conservation, Credit, end 
Rural Developaent and iiho Has scheduled to be hare today, is unable Co be here 
becsusa of his racsnt hospital liatloD. All vrltten statements, however, will 
be Bade a part of the official record. He hare a tape recording Bsehine which 
will also tTSDSCTlbe these pTOceedlngs and be made part of the record in 
Washington. 

Speclflcslly I hope tbst wltDesaeB who will provide tastlaony this 
Borning will address the legislation that I have Introduced along Hllh Chair- 
nan Jones to provide for a one-year deferral on Farmers Hobk AdainistTStiOD 
losns that are in aTrears due to econoalc conditions thai are beyond the 
control of tha farner. Hearings on this legislation have sliesdy been held in 
Washington last week, and additional hearings basldet 
Today's hearing will aunlne an Anerlcsn tragedy, wh] 
played oat all over Aaerlca. Hany fanars. good 
prospect of losing their lands. Some already havi 
these fatBCTB snd their various lenders will not on 
the lives of those {anurs and their faBllies, but 
industry. This year fan bankruptcies have dronai 
foreclosures have roughly doubled over the last ye< 



Ich is unfolding and being 
re feeing tba 



lo the entire agrlbuBinsss 



..Google 



the AdalnlicratloD have to act decisively to aveTt ■ |ieat*r tragady. and keep 

good fsnHTB on the land. 

I'd like Co taka a araent Co revleii Che fan cradle slcuatlon and hov It 
I today. Currently Che outetandlng fam debta total 321S billion, and 
loan total la expeccad to rlee In the coalng year. Co^aia chla with 
> decade ago. ufaan faraars loan obllgaclona acre 3S3 billion. That la 
I B algnlflcent rise, and will greatly Increase Che operating coata for 

f production. There are many sources of financing available for famera. 
There's the fam credit eyaten of cooperative benki, a conaortlua of fataera 
and banks, private Inaurance coapanles helping faraera. and of coursa you have 
comerclal bank lenders, the Coaudlty Credit Corporation of the federal 
govenmenCi and the lander of last tesort. the Fsnurs Sana idalnlat ration. 

Only after all the sources of credit have declined to give credit to a 
faraer can the farKr go to the Famera Hone Adalnla tret Ion for a loan. IC'a 
not surprising Chen, uhea you look at the statlsclcs. that the FaiBars Roa< 
Adnlnlstratlon Is holding a proportionately greater amount of delinquent loana 
than other sources of fan credit. According Co Che beaC eatlBaCes, Che 
delinquency rate for other lenders la approxlaaCely 41. U>osC 251 of all 
Farmers Hone AdmlnlsCraClon loans are eurcencly delinquent. 

Ue all are painfully aware of cha econoBlc condlclona that facBara have 
faced In recenC months. CuiMudlCy prices were sofc In the past. Interest 
rates have dramatically risen, the coat of operating hsa gone up and up. 
Land values, which were fueled by skyrocketing Inflation In pasC yesrs, have 
leveled off and accually have dropped In bom cases. Ic'a because of this 
dropoff In land valuea Chat lenders are being forced to become even nore 
selective In making future loans and In fact reduce their lending co fermera. 
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If thlm does hmppm, Cha lole of the Faraari Hobb JkdBliilatrBtiofi will bacoB* 
nm largar. and its polldaa avan aor« significant to tha financial and faiM 
caaKDDlCiai the; aarve. Because often faiBcia with rural operating aqultjr 
weia forced to cose to Fi0A for loana. partlcslaTly young fajaere or beginning 
farBcra, It's not true that all taraera vho are hevlng dlfflcalty with tbalr 
FanasTa Hob* loona are poor aanageri. Hanr ]UBC have to build up thalr aqolty 
to refinance oi dlvaralfy their opecstlona. 

Recently I Introduced B.R. 1190, the Urgency Agricultural Credit Act 
of 19S3, along with Chalraon Jonaa. This leglalatlon would change the FdA 
review proceaa and Inject nev funda Into the ayataa. Under tha tanu of thia 
laglelattoni faTaara with a good post hlatory, who are reeponalbly >eatlng 
tbalT obllgatlona, wltl be given the opportunity to apply for a one yaar 
dafaraant on principal and Intaraat payaanta on thalr Faraara Hoae Adainla- 
tratlon loann If they are having problena Meeting tbelr obllgatlona due to 
financial clrcuBBtancaa beyond their control. I went Co eaphaalie that thla 
la not a blanket deferral bill. He are saying that a aalectlva. Halted 
daferral la avatlabla only to thoae faiMara who can ahow three thlnge: 
flrat of all, that they have followed good nanagBBent praetlcea; secondly. 
are unable to aaka thali payaenta; and thirdly, have a raasonabla chance of 
repaying tha loan after tbe ona-year deferral. In addition, thla bill will 
anthorlze new lending llaltatlona for operating loans, authorlie on additional 
$200 Billion for new fara loana. and extend the preaent scvea-year rapayaant 
to fifteen yearn for the period for fsTBers to pay off their debts. 

Baargaacy aaaletanca loan Halts to help faraar* aaet their ahort-tara 
obllgatlona will be expanded aloo. I believe thla bill reaponda to the 
problaa. Faraara are crying to gat enough funds together to plant another 
crop thla aprlng and need In s^m csaaa to avoid forecloauree of tbelr om 
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facmB. Ihitlag today'* hearing I'll be eeklng for Caeclaony, We'll be hearing 
froB fanuTB, bankera. the Klasoorl Faraars Hob* Administration office, and 
aeveral fam organliatlona. 1 realize at the outaeC that, not all of Cha 
tescinoDy provided ulll agraa elthar Hlth the tbruec of ay legislation or with 
aome of the conclualons. We will have dlffaiencea of opinion, and frankly, I 
Hant tD enphaalie that different «!•«■ are In fact walcoBS. It's Interesting 

Baking their own loan payaenta. that the Adalnlslratlon la preaently eoalng 
to CongresB aaklng for $8 billion of Increased aaalstance to the Intemstionsl 
Hon^tary Fund to help daveloplng astlons oho ars having similar problema 
paying off Cbelr own loana, due to clrcuBatancas beyond their control, 1 
suggest that ue should show the bbb* concern and coBpasslon for our own 
taraers In our rural coamunltlea that m are being Baked to exhibit toward 
others In distant lands. 

Ulth that being my opening statement, I do want to aak the people who 
we've invited to teatlfy to try' to llBlt testlKioy to ten or flftsen nlDutes 
if possible, ao that we can get everybody on during the period of time which 
ue have scheduled for the hearing. 1 may or may not have questions l^eedlately 
following your apeclflc testimony, and I'm asking all those who sr* testifying 
CO stay until the end. If everybody understends that, I would like to call 
upon Mr. John Foatar, who is the director of the TsrmeTB Home Administration 
here in the State of Hlasourl. Hr. Foster. If you would coae up and take one 
of thoae chairs over there, we'll try to make this as Informal aa posslbls In 
a Coraal setting. I welcoa* you to the hearing and I appreciate your being 
with ua this Bomlng. 
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HS. COLSUM Thank you, Mc. Foacar. How aaaj dalloquaaelaa do jtia hava oat 
of 70I1I 11,862 faiM borrowaril Do jou hava that lafonutionT 

HB. FOSim Aa of Dacaabai 31, thara wara 2,244 daltwiganclaa . 

Kit. COLEKAM 2,244 pcopla out of tha 11,800 iifao vara dellnquaDt. Hov do yat 

deflna dellaquaatT 

HK. POSTER Wall, they uata bahlsd w anch ai ona aoath or Bora on thalr 
payHenta. 

HK. COLEHAII Do you aea a trand Incraaalng In thla araa of dalloquanctaa. 
OT la thla pratty Bucfa a ataady. conataac fltore that you hava 
•aea In tha paat MTaral yaaiaT 

HR. FOSTER It's Incieaaed conaldarably . 

MR. COLEMAN On a persoa who la dallnquant. what do you do, fltat of all, 
ufaat doaa tha a|*ncy do hara In tha Etata of Hlaaourlt Do you 
send thaa a notlca, do you contact th^, or ufaaCT 

HR. FOSTER Host of tbaae peopla have a lood Telationahlp «lth their local 
county Bupervlaoi, and tha boTTOwai. I aeaa. If tha borrovar 
didn't coaa In to see the county auperrlaor, tha FaHA amiU 
notify hl> that he vaa dellnqoent. Id Hoiking vltb bla thay 
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would probably vock out aoat «ay to raaehsdula eha loan or Mae 
othar poaalble tool that n hava to aaka hla cucTant oc carry 
cha borrowai lo that h< can go ahead with tlie oparation as long 
as there la a chanca. 

HB. COLEHAN ta there a procedure that each coddct auparvlaor follows to 
llluatTHEe what optloaa are available to a famer? 

MR. FOSTER The general procedure la ... 

MR. COLEKAN la It in written fora, or la tt atrlccly an oral conveTsatlonT 
So a fanier does know exactly the possibilities of rescheduling, 
or perhapa deferral? 

HR. FOSTER 1 aaauK ao, yea. 

MR. COLEHAN You asaina ao. Theia'a baan sou crltlclan of the county 
sapctviaor syat^ that we have. Hhat happena If aonathlng 
can't ha worked out batwaan the suparvleor and the b 
the faraer — what happens then? Is there any appeal? 



HR. COLEMAH Uhat la that? 



HR. FOSTER Well, vlth the appeals procedure, the district dire 
be the next step. 
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, COLDUH There have baan aoaa ■uggsBtlons that thar* b« ■ p«eT iTOUp of 
farsara Ilka at A5C5 «bo night b« able to ptirvlde a revlev 
■achanlaa is that county In aaaoclstton vlth tba aupaTViaoT. 

Il that being utlllied at alll 



MR. FOSTEK Ha have a county co^ttea, a local county coadttae of thraa 
faraara In each county ot in each office that, before one vould 
coae Id for foreclosure ot any lurthar actloD of that type, ha 
could (0 thtoDgh that coaalttee. 

ML, COLEHUI Ul right. And that'i not Juat fiction, that in fact la tnwT 

MR. FOSTER That'* true. 

MR. COLEMAH With your tlsing nuabet of dellnqueneiea , do you think you're 
golDg to hare aora defBulta this year? 

HK. FOSTER That's pTetty hard to eay at this tlae. I feal it waa a pretty 
rough year on famera — I would aay it'd he doae to tha aass. 

MB. COLEMAN Hhan you aaid we loat 328, doca that aean defaulta or tota- 



HI. FOSTER Uall. aoaa of thcB vould be. and aoae nald be paopla irbo JulC 
decided to leave fataing. lou know, aell and get out. 
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. COLEKUI Hov Bany paople have rou in fact foracloaed oa la tba last 
j-aar? 



HR. FOSTER About 



MR. COLEMAN And you end up basically taking Che land. 



MR. FOSTER 



MR. COLEMAN You 



about 40 faina right n 



KB. FOSTER Mo, 



. FOSTER About 



HR. COLEMAN Abou 



. FOSTER Many ol 



MR. COLEMAN Yi 



that ax of thaae who requaated dcfaTral* racalvad one 
last yaaii ofalch la balow the national avaraga. Do you bav« 
llcation aa to vhy you vara beln ctaa national avarsi* 
significantly! 



18-811 0—83— 
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HB. FOSTEI Kb piobabl; uaad soBe of the othar tools; I think the record 

would shoir that wa did uB* thosa aor* than tha nattiHuiI aTerage. 
In many cases ve Jusc vent ahead and carried then delinquent. 

HR. COLEKAH There will be aone people who will ttBtitj later on, and this 
has baan brought up in Washington hearings^ that tha ColeBan- 
Jones bill is in fact cr7lng to vrlta lata lagislstion nIiu 
•fcti have authority to do now, which la to defer for a one-year 
period. Tou'va heard ny atateBent if not studiad tha bill 
previously. Jf that were enacted, if our bill wars enacted. 
would It create any problaaw for you as far as adalnlstarlng 
the prograa. alnce baaically It's patterned after the current 
practices that you're following now? 

mt. FOSTER Congieaeiun, you're getting into policy daclalona. I woald 
have to defer that to the Secretary of Agriculture. 

HR. COLEMAN Ton sean another deferralt. . '.I don't want to put yon on tha 

KB. FOSTBt I don't have the authority. 

HR. COLEtUM I'b not asking yt>u for ■ policy decision aa nich aa !'■ asking 
you for a practical application. la thera anything in this 
bill that wonldi aa an sdalDlstTator. aa one who actually goes 
out there and wonld have to adninlater the prograa undei the 
lagialatlon> is there anything In hara that would dranatlcally 
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change youi procc 
problen at all? 



re? So that Houldn' 



HR. FOSTER Not paiclcularlr. 



HK. COLEHAN We've had soaa dlscuMlon about dlsaatai old procedure*. 

They're also tied up In Uuhlngton in a policy quaaClOD batirean 
the CeDeisl Accounting Office end the USDA, there'i ■ difference 
of opinion, legal opinion. But practically speaking, uhaa a 
dlaaatai occurs here in the State of Hlssourl, a flood, tihlch 
has been recent, drought In the past, whatever sight occur In a 
diaaster altuatlon, I have aeen aose conacltuent* who have bean 
iflpad out but have not bam able to participate In dlaaster 
programa bacauae of the threahold criteria that USDA aaya 
CO b« Bet baead upon thalr Interpretation of Congresalonal 
t. Is thlB a vldeapread phenonenon. In other wsrda, do 
you find a lot of farmers nho are not being aldad by dlaaster 
even thou^ they night conpletely have been wiped outT 



HR. FOSTER I chink probably In tha last year there Bay be soaa casea where 
ras true. They havai howaver. rewritten our inscmcclonai 
and with the policy w* have today the adainlacrators can 
deeignate a county even though there are Juat a very ttm people 
:ed. That probably would correct that. That's nore of a 
policy daclalon. 
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MB. COLDUH la that batng dom oo ■ raccoactlv* bula or atartlng fcoa a 
data certain? 

HK. FOSTEK I baliava ic acarted at a cartalo data. 

KB. COLEMAH Tha piliata cradlt aTitaa, uhlch wa'll haar froa shoTtly — 
vbat la your relatlonahlp to ChsB? Do you fael m hava a good 
working ralatlonahlp with coanaTclal banka In this atata! 

MS. FOSTES I think tha fata cradlt ayatca ... 

MR. COLEIUM How conld wa laprovaT 

HR. FOSTES Hell, overall I think it'a pretty good. I aaan, we try to work 
with tha lendera and wa etraaa to out county aupeTvlaora to 
Baka aure that thay knon the local lendaia. to aaet with thaa 
one-«n-one, to dlicuae the aituatlon and try to work together 
to get adiainiatratorB out there whan it'a poaaible to sake a 



MK, CnAUH It'a aatteaCed oi dlacuaaad nationally that aaybe S to 10 

percent of preaent faia borrowers who ere In the private syatea 
will be left out, aa I Indicated in ay etate^t becauae of 
parhapa Bora atrlngent loan policlea. becauae of the lowering 
of the value of faraland and tharefare the credit worthineea of 
Che fatBera being jeopardlied. Are you going to be abla to 
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lalu up an ■ddltlooal 5 percaot or 10 paicent in this icitc In 
cha next yasT, If that occuTS? 

MR. FOSTER Ha chink vc have suffldant aonay to do this. And «• will tTjr 
to help the landere at the felBOTa If the lendcia are not going 
to b* able CO aciy with than. If «a think tbara'a ■ chance of 
saving them, va'ra going to try and work Co help Hlaaouil'i 



KR. COLEMAN Do yon anticipate econoalc aMrgency loans to assist In thac? 

KR. FOSTER Ac the present tine, v« do not have any aothoclty. 

MR. COLEMAtI This la ■ disputed queation, we discovered laat week. The 
Departaent of Agriculture, based on a legal interpretation, 
aaya chat they do noc have the authority to apand the $600 
allllon which we appropriated In Congreaa last year. He juat 
discovered that last week In a hearing slBllar to this one. He 
think we have given you the authority, but the real queation la 
vhechei or not the Adnlnlstratlon wants to use the Boney. He 
always thought they Just didn'c want to ase it, not that they 
had sane reaaon tor not nslng it, 

MR. FOSTER Hell I 'a aure we wuld have soh application for the farMEs 
and wa would want to try to utillia it. Bat hare again. 
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HR. COLEMAN Ha bave In our laglilaclon bar* raqolrad that ZOZ of tba 
operating louu b< limited naouTca loana. What la your 
blscory of linltad raanurca loaniT Do you hava tlut7 

HR. FOSTER I bcllen I do. In fan onanhlp In the lait three oT four 
yaaTS, vc loaned 22.31. 

la. COLEMAN Hell. I gueaa tha laal thing I aant to gat atialght la that 70D 
are Id fact deferring on a caaa-bjr-caaa baala. and baaad upon 
five cTltCTla «falch you aet forth, vhlch la the criteria I said 
bafote. lo that «e do hava a dafairal ayataa alraady In place. 
Any aiguaent that vould go agalnat thla ColeBan-Jonea bill tbat 
daferrsle are bad per aa. they're already being utlllied right 
nOH by the agency. And uhether that wouldn't ba a very good 
crltldia then. If that'* the present alttiation. 

HE. FOSTER Wall. I think the bill vlll change that to boh degree. We're 
laplaaantlDg on a casa-bycaBa baala. and It aeeaa to >a Ilka 
the bill would Bake It blanket. 

HS. COLEHAH Hell that's what I tried to dlBpel tha faar of. Chat It'a not 
a blanket, that It'i only after a borrower coaee In and provea 
his case to you that he would tban be Id a position of receiving 
a deferral. It doesn't Bean that everybody who welks throng 
tbat door will gat one. It doaan't aean that cvarybody'a 
entitled to one, because there ate soBe people who didn't nee 
good BaoagaBaDt piactlcaa. There are other people who ate In 
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BO far over their h«sde that they vlll never be able to BBke 
It and therefore ■ defaiial mn't help. So there are criteria 
Involved, and 1 hope to dlapel the notion that thli la a 
blanket, BcroeB-the-board deferral. It la a selectlva, llBlted 
deferral. Id fact, ire have Indicated that our language could 
probably be modified or Bade better; If chare are any BOg- 
gestlons h«ie today on adding to thoae three criteria or 
changing then I'll be Bore Chan happy to hear that froa th* 
wltneisea, too. Mr. Foat*T> thank yon. end I aak you to atay 
around bacaue* I think wa'ta going to have none rniMiinrii that 
ve'll probably vent to address to you aftar they're Bade. I 
have no Idea lAat they night be but t do know that there vlll 
be Boae that we alght want to bear turn you egaln. Thank you. 



STAtQlEHT BT DALE REESHAH 

CongreBBBsn Coleaan, I appreciate the opportunity to vlalt with yoa about 
this hill. Many of the farnera uho are here are not bj ellente. bat they are 
people wltb a co^un problea Insofar ee chclr agricultural credit Is concemad. 
With ne here today are Gary Barrett fron Iowa; ■• have behind Be Kenneth 
AlllBon froa Arwatrong, Howard County, Hiaeourl; and to By left is Richard 
Herwin, who's a famer near Salabury in. I believe. Charlton County. I'b not 
sure exactly how we'll approach thla; I gueaa aaybe I will Bake aoae reaarka 
end we'll go fron there to pcrhape eoae queationa. 
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1 flrit laanad vtut FdA wai vluii I ■■! Kcnnach Allison, abo la behind 
aa. about 2l] jraars ago. Bacaaaa at hi* caaa. and aoaa that hava baan rafarrad 
to ■■ ilnca, I hava bacoaa wall-acqnalnted with Hr. Poicet, tha DSDA and PnRA 
paopla. Id mj expailanca Id dolni aoBa Invaatlgaclva work In piaparatlon foT 
caaei and that kind of thing, and In trying a fav of thasa caiaa. It aaaaa 
that aoaa thing* hava davaloped. at laaat It appaata to aa that they have, and 
at laaat Inoofai aa it appllea to tha individual HlasoaTl fatBat. tbara ara 
tvo genaral cacagorlaa that we alght addraaa, this In raapact to TmEA. lliiB 
la not dlractad at any of tha ocbor fara cradit aganclea. 

mth teapact to tha local laval of TmBh, theca'a a tieaendoua aaount of 
authority and disczetlon at the local laval. and aajba a cattain awiunt of 
thla haa to be. bat thete la graat dlacratlon In tha county auparvlaor and hla 
laaedlsla anparvlBOT. the dlattlct dlractot. Tbaralii lias one ptoblaa. That 
discretion can b« properly uaed by a good. Bound county aupervleor. But it 
can lead to an iBpoaelbla altuatlon on tha part of the borrowar by a Dot-ao-wall 

that there say be aoae of thoae. 

Tha other problea. I think, on tha national level, with regard to policy 
that coMea froa the Secretary of Agriculture or the Departaant of Agrlcoltnra. 
One of thoae haa to do with tha lapleaantatlon of the aoraCorlua provlalon of 
the law, a provlalon which ae I undaretand It yonr propoaad bill would add to. 
The aoratorliB provlalon, aat In United Statca Code IWtA. provldea baalcally 
that If a fataar gcta Into dlfflcultiea due to clTcoaatancaa beyond hla 
control, then he aay reqneet of the Secretary of Agriculture a aoratOTlia 
on tha payaant of ptinclpal and Interest. As «a have leaniad and has baan 
developed through court caaaa. TtBA't national policy with reapeet to thla 
atatuta la that It la a purely dtacratlonary thing with tha Secretary of 
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Agriculture and thac h* has •xerclsed his discretion not to laplcmcnt It oi 
use It. For that reason, as a national pollc;. no fatMer has bean notlflei 
that th*r* Is such an sDlmsl as a noratorlun under 1981A, and. If he does 
learn about It, he li not given any opportunity to Bake application for or 
to have a hearing with respect to It. And that'a national policy, and that 
■oaethlng that's In the courts nov, and 1 think ths courts at leasl 
and In Georgia and on a tenporary basis in Eanias have Indicated that the 
discretion Is not whether to iBplanant tha lau or not. the discretion la 
vhether or not after the notice of bearing, whether to grant to the Individual 
applicant a moratorluB, That la on appeal In two different circuit courts of 

HS. COLEHAH That's federal district court? 

HR. REESHAN Yes, that's correct — In Hlasourl, Georgia, and Kansas. 

Another of the national policy problaas iriilch would affect the local 
famer la the GAO Report to which you alluded a little bit earlier. Basically, 
the GAO checked with the Departnent of Agriculture and learned that with 
reapect to the natural disaster eoargeney loans, that there Is a certslD claia 
of borrower who cannot aake application for or b« considered for that type of 
loan, and I think you were alluding to this with Kr. Foster. But as I uodar- 
Btand that. If the area is designated an a dlaaater relief area, fine, they 
can Bake application. If on the other head, there are a few faraars within 
the county who have suffered the required 301 loss of production that qualltlaa 
thea. If there are fewer than 25 In the county, then on an individual basla 
they have the opportunity to ask for and perhapa receive relief. But there's 



..Google 



• Catch 22 for a couBt? vhara tbm dtaaatet haa not baan daclaiad tat lAara 
it'a anongh of a dliaatai thac 25 oi Boia fataata aia affactad. And. aceordliis 
to tha FbBA policy, thara la no vay that tliay can recalva any kli^ of rallaf , 
And I think Chat tha GtO Kaporc la a corracc atacaaant of FnEA policy at tha 
praaent tlaa, uhlch vaa ao Indlcatad by out county progiaa fam apaelallac 
Juat tha day bafora yaataxday. 

Tha third pToblaa on cba national laval. baaldaa tha aoTacarltiM and tha 
GAO TcpoTt, la aoBatblDg that 1 hara davalopad ■ fading for and may be wrong, 
but throu^out tha litvaatigatlon and talking to wltnaaaaa, faTwn. and county 
auperrlaora. It appaata that during tha aatiy 70a, and I can't tall yon np 
till vfaat data but mayba '79 ot asyba '80, thaia naa a fair Hount of Bonay 
available, aada available by Congreaa, Co the Fataara Base Adalnlatcatlon, 
But during tbaaa pailods of tlaa, chara B*y have baan an Indication to tha 
local levala that the Kiney ii available and ahould be loanad. t hara no 
avldanca of that, theaa ara aara Indlcatlona and concloalona froa othar thlnga 
that 1 have obaarved. But at any rate, aa a practical aatter, fataara wara 
•Dcouragad to expand, Co buy their 80 acrea of row cropa. Chat thay really 
hadn't conaldercd taylng until tha county anpervlBOTa aaggaatad It. To build 
a big bam or a big farrowing houaa facility chat aayba thay didn't knov 
vhaCher Chay needed or noC. Going to tha FaflA li not like going Co your 
noiaal cc^aarclal banker, tou'ra going to tha lander of laat raaort bacanaa 
chat la your laat raaort, and aa a coneequence Congreea baa given e very great 
authority and power to tha county auparvlaor to aanaga and tall thaaa bortoaata 
h» to fern, what to plant in aoae caiea, when to plant It in aoae caaea. lad 
■ban that coaea froa your only aoutca of cradle, and the aan can dataralaa 
that you're not naing good, aound aanageaenc pracclcae tf you don'C folloa hta 
advice than yoa tend to do it. Bow thia aaa all In npbaat tlaaa, ufaan fara 
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prices mie on the rise; thus there irauld appear to have been no problaa with 
respect to the equities for the PmHA loans, because the land values vera up 
and up. The extra loons appeared to be secured. But sonetlDe In the '79 Co 
'80 period, things changed — for the econoaj In general, for the FdA borrower 
In particular. Becauae his land values started to erode. That ■esoc that 
the equity or the security for tha loan uas eroded. That >eant possibly that 
somebody got nervous about It. And aoaetlae along there, with not aa nuch 
Boney available and the problea of leas value In tha aecutlcy. It secaed 
that there vas a Msrkod policy change. And Instead of being a lender who itaa 
trying to help people, to explain, to get cash floii. It becaae sonethlng aoca 
In the oatuta of a collection agency. Nov 1 don't asan at all that that la 
ndIA procedure. They do aany excellent things, and I don't vant to dovngrode 
those. But there are aany Instances, particularly with the people that I've 
seen and observed, vhere they were encouragod to extend, to borrow Boney, to 
pay Bcra Intereat. and then wfaan things ehaagad. thay were not helped. They 
were told, "Tour wmey la due, and now It appears that you're not a good 
nanager and you're not going to be able to nake this loan payMnC." Wltb 
respect to that, we would odd. as far as people In Hlisourl. and I can epaak 
aore probably for central Hlasourl; In 1977, the counties Id that area wara 
declared disaster areas, on a county baals; 1978 waa not a good yaar; 1979 »M 
a good year for eropa. But '80 waa a drought, a stata-wlde dloaacar relief 
area declared. '81 was eicreaely wet; production waa down, genarally; 1982, 
this last year, we all recall the aarvaloua ca^Bdlly prices that faraers ware 
able to get. which if they were lucky, covered the cost of tha feed and the 
fertlllier and the gasoline. 

I guess now I'a coalng to idiat nay be, algbt bccoat — and I don't know 
whether Congress can do this or could suggest It — but go back to the local 
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1«*«1, and K ban In Hlasourl aoMChlDg Ilka 23D0 aallnqoMit out of about 
11,000, OT cloaa to lOI. Soaa of thoaa. 318 of Chaa laat 7«aT, me forcad 
off tha farm, Mainly through foracloaar*. through (accalaratlon) . And vfaan 
thai* ia an accelaratloa and a mbacquant volnntaty aala. It pachapa la not 
antlrely voluntary in tha alnd of tha fanwr Hfao aald "Okay" to tha aactlonaar 
aftac batng told chat that was hia only option. Okay, ao wa have four or five 
bad yaari in a lov; we have 20t of the people ufao are delinquent oltb VtfA. 
Soaebody detcTBlnca that a few of thoie, 3ZS irare ao laat year, of tha 2300 
dalinquaat. ware poor managera and thua arc not entitled to any type of 
BoratorluB or other klnda of dafartal help. A purely aubjactiva test by the 
county anpcrviaoT Mho. If ba's a good Ban. naybe can give a good aubjectlva 
test and a proper ona. And perhapa he cannot. Thara have been nany Indlea- 
tlona. at least froB the borromra that I've talked to, that they certainly 
feel that because they didn't do Just exactly «hat the county supervisor 
suggested, chat they vere datatmlned to be poor managera and thua not qusllflsd 
for any type of relief. 

As far as the dafsrral opportunitlea Chat Mr, Foater nauEloned, there ara 
a good nuBbsT of dafsrral oppottunltias. All of thea eie couched in the FaBA 
language which reqairas that all of thaee criteria ba uaed. Ona of wfalcb la 
not what 1b la chs BoratorluB, and that is. whatbar the delinquency was due to 
conditiona beyond the borrower's control. And I daresay, there are very f«« 
of the 2300 delinquencies Chat were ceuaed by factors that the borrower could 
have tofcan care of hlaaelf, that were not caueed by the econony, by tha price 
Btnctnra, cost structuis. and wsathar. 

Hould It bs appropriate at thla tiae for >e Co esk for eoaa spaclflcs 
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HR. COLEMAN Klght, let u ■&; that — I don't bum how you vant to hsadU 
IC. Ace 70U fanlllar vlth all three of theae caaea? 



HR. REGSHAN 1 an soMuhat fanlllac with two of iIub, not . . . 

KR. COLEMAN The two that you ale fiMlllar wltb. If jrou could briefly . . . 
because you'va dona a very good job In setting forth, 1 think. 
In a very logical way, eventa that occurred. If you would, 
because you ace a counselor, present the fact sltuatloa for the 
two cllenta that you have, and then I'll ask aone queatlona of 
then. If you could do that. 

HR. REESHAN One of them I'm very fanlllar with; one I'm not quite as 

familiar vlth. I'll do what I can, and I wilt try to keep It 
to a minute. The first has to do vlth Ranneth Allison, who Is 
seated behind ne here. Kenneth haa been with FbHA since the 
late '60s. Is that eight, Ranneth? 

KR. ALLISON Since L966. 

HR. REESHAN Since '66. Kenneth always had aone difflenltiaa, but kept 

things going, and was doing all right; h« received reasorclia- 
tiona and deferrals froa time to time due to veathec and 
economic problcBa. But it vaa of Che type chat, at leaac 
under the then-existing FnHA policy, they encouraged hla to 
continue and loaned hla mora money. Ic calminatsd in a kind 
of a tvo-proagad thing. One thlag of Interest to you, pecbaps. 
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vcmld be that UBd*T certain clrcoutaKaa. you can't qualify 
for an TwSk loan traleaa yon balld ■ bouaa on your praalsaa that 
maetD TmBA ■pacifications. Kt. Allison uantcd to borrow a 
llttl* bit of wmay to repair a vary old and aiMEnfaat dclaptdatad 
bouse. Che one that they tMca living In and aurvivlng In. and 
as a qualification for hta loan he bad to build a new hou». 
Hoc a fancy one, but irtiat did it coat, $21.000T 

MR, ALLISOH 521,000. 

Iffi. REESMUI $21,000, Instaad of a aoall loan to repair It. The real 

culMlnatlon of hla problea, though, caM in about Kay of 1978, 
lAan the then-county superviaor had suggeated to bin that in 
order to Isprove his caah flow and glwe hln an opportunity to 
pay his loan off. that he needed to expand and inprov* hla hog 
operation. So they planned for a large hog facility, on Indoor 
facility. Prior to the tlae the loan van ude or the facility 
vas started, the county superviaor Indicated that he was 
ratiring. Be vas a little bit concerned that aoBe young falloH 
■i^t coaa in and not understand Kenneth Allison's operation, 
and Bight not give bin Che full opportunity to get things 
going. So ha specifically got tba dlatrlct director thara. on 
the Alllaon fan, and aaid to the district director, "I raally 
don't want to naka this loan to this Ban, unless ha can ba 
given an opportunity to get Into full production, and gat Che 
caah flow going, bafora there ba any foraeloaara." Dndar- 
atandlng, obviously, chat yon don't build tbla and gat yonr 
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cuh flDH during the consCnicclon procasi or avan i^Hdlately 
thareafcer. until you gat youc aowa llnad up la proper rotation 
and doing thcli thing. Tha hog facility was coaplated Id about 
January of tha yaar and a half follovlDg; he racalvad hla fora- 
cloaure notice within thirty daya. Ha appealed thla procaaa; 
tba procaaa went up through adalnlatiatlve channala to 
Haahlngton, D.C., and vaa fairly auaBariljr turned down at every 
level. His caae vaa filed In federal diatrlct court and about 
three ireeks ago or ao tha U.S. district court Indicated that 
under the clTCiiBatanc*a> baalcally irtiat I aet out, that the 
agency vaa arbitrary and capricious, and that deterainatlon of 
acceleration vaa umiarranted by tha facta. 

With regard to Richard Harwin ~ and Richard, I want you to 
apeak up If I don't gat this qolta right, bacauae Richard and 1 
have dlacussed this basically on one or two occaaiona — 
Richard iMpresHea ne ai being a very ontatandlng young faraei 
fron the Salabury, Hlaaourl area. Ha owea a good deal of 
aoney. but he baa a big operation, and he has an operation that 
even In cheac bad years haa dona wall. His specific situation 
that ha dlscuBsad with ae «•• that in aarly January of thia 
year he needed to cone in and pay soBe $32,000 on an oparatli^ 
loan fron the year before — which he did. Ba brought tba 
money In; one of the chaeks that he had waa payable to hla; the 
other one vaa payable to hl> and FnHJL. Ha took theae checka 
In, paid the operating loan, and then asked parslssloa to go 
shead and use the reat of thia to pay on the first nortgaga. a 
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aoTtgage chat mi ahawl of IbHA, Tha chacka — on* chack ma 
•ndoTaad and botb ware baodad back to hia. Latai that avanlsg, 
ha racelvad a call fT« the county aaparvlaor Indicating that 
faHA saa golnt to hava to hava the raac of that Booay. Wa'ra 
not tolng to paiKlt yon to pay on yoot flrat BOTtgaga, a 
payaant of about $33,000 with tba lataraat, which ba bad the 
■onay to pay trim cropa aold, Fenlaalon waa not granted for 
bin to do tbiSt eroo tbou^ tha dlacnaalon waa bald with the 
county lupervlaor that cbvloualy the fltit nottgage »nld be 
In default and would be forccloaed. He talked to tha first 
■ortgage holder and found that althou|^ ha was ayapathecic, he 
bad need that Bortgaga aa collataTal for aowatblng of hla own 
and ha alBply bad to bava the itoney. Back to FaHA with tha 
raquaat that, wa'ra going to be forecloaed unleaa we can uae 
thla Bonay froa our own cropa — and we cannot. Tba atory 
doean't end there, but 1 can't tell you vfaat the end 1b going 
to be. bacauec he did go ahead and uae the fundi upon legal 
raco^iendatloQ, and we'll aec what bappcna froa there. 

Bow aa far aa Gary la concerned, 1 flrat aat Gary, froa Iowa, 
thla aomlng, but he caae a long way to tell aoaethlng of bla 
atory, and I would pTopoac to let bin do that. 

MB. CtlLSMU Gary, ainca 1 don't know what yonr story la or how long It 
ai|)ic taka> I'a going to aak yon to try to cell It In five 
alnataa, wblah aay be difficult, but tf you do chat, than I 
can aak aoaa qnaatlona. 
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HR. BASKETT I rhlak Hr. ReeeBan has bll th* nail directly on the head. 
There are two main things. . . 



You're from Stuart, Iowa? 



ahaky bit of evldeoea 
ability. HauageaeDt 



tclng right now 



MR. BARRETT ScusTt, lova, yea. FaHA le baaing all < 

they can Iwlst, and that'a Banagemt 
Lty, In my case. I've been tuned df 
arral and reachedullng ny loans. An 

appeala. They can tvlBt figures, nuabera, and per- 
to no and. I have had a posltlva cash flow in '81 
and 'S2. 19B2, I had a 517,000 taxable incou, vfalch If I had 
not bad aoiie back Inveatnent credit, waa faced with paying a 
lot of Incone tax, of which all the noney west to FdHA and I 
had no Boney to pay incona tax. Thay taka away your 
ing oonayi they start sloHly. and by their giving you 
rating aonay than back off. They back off on fartlliiar. 
back off on hog protein, which then slows your hog pro- 
ton. It slows your crops down. And then yon always cone up 
Lttle short of paynent, irtilch means you're solely dependent 
on ynUA for your credit. And I think another thing that's very 
laportant is the power they give to tha county supervisors. 
They can take away your living Boney, thay can taka away your 
heat bill. Thay don't care. They Just plain don't care. 1 
had bogs in 1981, two weeka old, I was told to liquidate. I 
saysi "Hhat are we going to do with tsn-waak-old pigs, twenty 
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balow, Clwy won't B*k« ch* rid* to ma.jkmt.'' Don't caia. Inoek 
'cB In the htwl. It didn't aalu uqr dlffatanca to tbMi. It'* 
vety inbuBUi. I think th* powar t* too nuch on th* county 
■uparvlior*; I do tblnk we naad a back-up ■7*taB tbara. I'v* 
■ant to OUT Stat* dlractot. E* conaldai* ■■ a nudwr, one of 
the 800 or ao fatBar* that got aold out, or eonid gat aold oat, 
not totally inteT**tad In ■*. It all hinge* on, Llka yon aay. 
It all hlagea on yout ainagaaant ablHty. I had ptoblaa* with 
■ova; they aay that I only had a 1.51 pig avataga, but what 
thay don't take Into conaldcratloDi out of 110 propoaed llttara 
I waa going to fatrow. I only farrowad batwean 60 and 70. On 
th* 60 and 70 *owa I pTapatad to fanow, they expected a 6.S 
plga par llttar. I coaa up with a 6.4. bat with th* tl^t 
Boncy situation I had to aall ay boga to pay beat bllla and 
other axpanaaa. Tb*y would not p*nilt ■• to Incr**** ay *aa 
herd up to the 110 planned llttera. 

IS. COUMAH t'a going to aak all of you a queatlon or two, and then we're 
going to hare to get on to aoB* other wltnaaaa*. but I did want 
to put you all on aa a abol*. Lat ■• eak all of you. do you 
hare other flnenclng baaldaa Fataara BoaeT 

m. BAUETT Mo, I have none wbataoever. 

HK. COLDUll Hr. AlIlaOBt 



m. ALLISON Bd. 
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HK. HAKHON Banks, and I alao bare a fliac on the fan, the prevloua 

owner leculed it. 

HR. COLEMMI So jou have ao>e other financing bcaldei th* FaratTS HoM 

HR. HAKHOH Tea. 

HR. COLEtUM Do you feel, or have you scan any chaage In attitude, la your 
InaCancea, In the Faners Uoma AdnlnlHtratlon! The Fraaldent 
of the United States said as taeantly as a aanth ago. irtiat 
we've been tiding to tell thca for the laat Tear, end that 
la to tTjF to go the extra alls with faiBara oho are having a 
difficult tlse. The Frealdent even put It In hla State of the 
Onion BaBsaga to do that. Have jrou aaan any evidence In your 
coaaunltlaa of any change In attitude la the last year or ao on 
trying to work out pToble>a, If you can ralate It beat to your 
own experience or to othera — la there a change of attitude or 
not? Very briefly. All of you, one at a tlM. 

MS. ALLISOM Their uln objective, seeu to ae like, la coqiletely coLUettDO*. 
They're not Interested In loaning us any aonay, and they'ra not 
really too intaTcsted in livestock or equlpaent or anything we 
have out there. I had Co go before federal district coatt. 
Judge Richard (Ralston), two days before Chriacus, to get ■ 
wheat check relaaaed, because mj light bill bad already baan 
put off on* Bonthi and it was two ■onths. and th«y waa going to 
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■hut the pomr ofE on wj houaa, and By llttla ptga WMld traat* 
death. And thay arguad all day lm| that I abouldn't bav* 
hat aODcy, but llehard talatOD aald ha dldo't think tha 

taicpaTara ware golni Co ha halpad any by ay plga fraaitng 
eath, and ha Bade th^ algn tha chack. Hov that'* hov 

intaraatad thay ara lo tha Ilvaacock. 

MR. COLEMAN Ht. Hanon, hava you sean any chan|a Id atCltudaT 

HK. EUKMM As far aa county suparvtaoTat you'ra aaylii|l Mo air. I havm't 
aaan any change al all. I'va got two things I'd Ilka to tall 
youi it I can go Into our county ■upanlaaT. and say a faw 
thlnga about hla. If I can, and aaybe aak John Foatac — 

Ht. COLEMAN Hell, I'll be asking queatlona and you'll be doing the anawatlng. 
Mr. Foster vlll ba hara aa I Indlcstad; that's atay I mat bl> 
to atay around to anner ana queatlona that I night hare. But 
If yoQ want to aake a vaiy brief atateaant, Kr. HarBon. go 



Well, I aould also like to apeak with you a 
basis. 



HR. COLEMAK Fine, we'll be available. 



HR. HAKHON I'va called your offices, and talked to Don* Sue aany tiaaa, 
and you've looked Into mj altuatlon. but I really don't think 
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yeaTBi and he h 
been there. 



- picture of each Individual case. Uhat'a 
: aa the county auperviaor, we've had four 
9 since I've bean h«T*. He haa been there i 
a't changed a bit in the two years that he 1 



KR. COLEMAN Do you agree uith what Mr. Recraon said about the. shall He 
Bay, the treoendous dlacretlon and the power of the local 
supervisor to Bake or break eoiiebody who's coning through 



that typ« of power? 

Well, It wouldn't do any good to get rid of 

think. I think ha naeda to get presaure froi 

people aeem to take orders real veil. That' 

think they need to get it froa up 

froB yourself, fion snyone else who can slv 

particular situation, he hasn't even worked out a farm plan 

with Be. And of course va were facing the face that we war* 

going to get foreclosed by first lien owners — so therefore we 

had to go ahead and pay hia. And it Just don't aaan to bother 



J than. My 



hla. 
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. COLDUM Vu that thla laat tmkI 



MB. HAIMOH Tbat < 



■ riiat tbay'r* so1b| te do to oa. 



MK, COLEHAH Mr. Bariatt. do 70U fcal that TaBk pollc; In tba paat haa 

aocouragad (aiaara to go la oral thalr haada, aad amr this haa 
coma boaa Co rooati If you vllL, bacaaaa of tha dawnavljif In 
tha acoDoa^i tana valuaa< aiul farm prleasT Manataaant sut- 
gattlons that war* Md* by councy FhHA paraonwl aca tbar 
DOW aeeantnatlns tba ptoblta out thata? la tbat part of tba 
problai that 70a aaa. aa a conaaquanca of tha bociB tl>aa of 
tha 1970at 



KK. UUEn Taa, I can aay Juat brlafly ban tbat la 1970, iriM 

■ high achool, a far* cob* up right acToaa tha road ttam ■; 
*a plaea whata I llvad, $375 an acra. tlO.OOO down, 4 or 5X 
■rait. I TOD tha count;. FaBA Includad. and conldo't acara 



op a dlaa. OkaT, 1 ataitad faralng hj rastlngr 
alory abort. Tha aoBaT of 197), a faia that 
tan yaara cona up for aala tor tlSOO an acr 
[. I owad »40,0DO, I had laai than a $1 
I valkwl into tba FaHA offlca, and aakad, can 
Tha; aald wall ufaat do jrou chlnkT I aald I ■■ 

E> offat 'aa tvalva. Count; aupatvlaor laTa. you 
daan fara, go buy it. So «« want in thara, and m' 
raisa boga. Tba Bona; was tbsra. If I mntad can* 



■akc a long 



buy tbat fantl 
it, but I want 

going to 
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hog watercTi, I got It, And than as caaa In on the 19B0b vlth 
29-cant hogs. I »as ballad out. and then It ralDa. and uaabed 
all Wf tcrracaa out. The fall of 1961, It didn't work, aod 
FdA vantcd all that none? back. I vBa given b 40-7«bt fat* 
loan, but yet 1 couldn't plan tt) future any nora than nine 
DOntha to a year ahead of time. 

KR. COLBUN Do you find — all three of you, beceuae you're all three 

froB different countlea ~ do you find that there's a lack of 

supetvlsors? 



MK. COLBUN Is chat unlverully accsptedl 

MR. BARHON I feel like faralng'a changed so such over Che last five yeara 
as far a* cachnlqua la concaraed and they Juit can't graap 
thla. chey just can't seeB to cope. 

MR. COLEMAN I really appreciate you felloKS coalng In, and I vlll have you 
cone back and aayba m'll hsva sons sore questlona genaracsd. 



MR. COLEKMI 1 would like to ask che people froa the Fan Credit Kanka, 

Hr. John O'Day, irtn Is DIractoT of Public Affairs for the Fan 
Credit Banks, St. Lonls. He's acccHpanled by Sandford Belden, 
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■ho 'a ■ luiior vies ptealdent of the Fsdaral Intanadlat* 
Ct«dlt Ksak, and Hr. Lbttt Rovard, vho Is ■ vice ptealdent of 
the Federal Laitd Bank. GenlleBen. valco>a. Tou have ■ foT>al 
written statOMnt. and I »uld hope that majhe you could 
Bu^urlze that without going through the Hfaole thing vord 

(O'DAt STATEHEMT) 

Prepared statenenc of John O'Day, appears ac Che conclusion of the hearing. 

HR. COLEHAM Thank you for a vary good Btatamant. and I appreciate you 
outlining It 80. You Bake aoae real good polnta, aa I look 
through It. Tou nentlon that perhaps 3 to SI of PCA borrovers 
vlll be uaable to qualify for credit. Hhere will thasa people 



MR. BEUEN Kany of them to Famera Hose Admlalat ration, wa oould azpact 
and anticipate — othara to other lenders parhapa. Others will 
•alt faralng; there will he a variety of things, those alto- 
atlona Kill be addressed by Indlvldaal faraera. 

HE. O'DAT Mr. Colanan, If I aay aay, that's one of the reasons we think 
legislation of this sort night provide the type of bridge 
Chat's needed for sosa of the fanera whoa ve sight not be able 
to carry, that Faraera Hone Adatnlstratlon alght be able to 
carry If lea aothorlty'a properly revlaad. 
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KR. COLEMAN If ii 



e tha llBlta, like ve do In this bill. 



MR. O'DAY Tas, and tha EconoBtc Eui 
iniuld be aapedallr usaful 



■gmncj prDgTB>. I Chink, paraonally. 



MDtlon DOH Chat the ! 
Could TOO tall i 



Crsdlt Syatan has varloua options 
ig Into effect to help eaae the 
he pcrcentsga of boTTOnari that 
ling thcae aervlclng optlona! 



HR. O'DAY Hell, it v 



MR. HOHARD A* far aa tha iufotaal f 

ChaC are currenCly delinquent In the land bank ayata an all 
on Informal forebeatances until a >ore foraal cyp* of lom 
raaady la found. Laac yaar va probably had xooghly 300 foiaal 

KR. COLEHAH So yon don't have anything nore than Che 31 currently? 
KR. O'DAI :^ to 4 percent. 



MR. COLBMAH Ihara'a no a 
principal daf 



in Chat particular category. Hhat about 
lanta. saw tblngT 
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KR. BELDEN That IB tha total nvabai, that's tha irtiole catagoly. 

KR. COLQUH What parcant of TOur funda thla yaar arc balng uaad to raachadule 
old loans T 

HK. BELDEM FCAb, about 261 of their sew funda advanced In 1962, «hlch 
total BOM 2.7 bUllon dollBra In the three-Btate Braa, went 
to. In effect, reachedulliig old loans — renewals of eilaElng 
puTchaasB. 261. 

HK. COLEHAK Tou all have to go to the asrkats and raise your funds. Is 26Z 
larger than In years past? 

m. BELDEN It's soBStrtiat hlghar, but not BlgnlflcantlT blgber, Typlcall; 
that would run 22 to 2^1. so It'a not a raajot Increaae. and 
It's bad no adverse lapact on our ability In the aarfcat. 

HR. COLEHW In Vaahlngton we heard a figure this week froa the Para Credit 
AdnlnlBtratlon indicating that 33t of the fnnds nationwide are 
balng uaad for reBctaadullng old debta, and that Ihla was a SOX 
InctasBC DStlonwldB froa paat experlauce. So I think that 
where there's aiioke there's file, there's a problen hare and 
even though yon say It nay be a aaall percent, you are In fact 
picking op a lot of other people that you noraally don't do on 
reschsdullng. It In fact la the riisTin occurrence to rescbaduls; 
one-fourth of your loana aT* doing ao. I appreciate your 
co^Mota about our bill, and again want to spell out. slaply 
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bacsus* Ht. O'Da; ealkad about It so >acli, that tn don't have 
a nocatOTluB bill here. I think that 70U have to collect the 
caipayera' fundt Hhere the; should b* collactad. but show 
coBpasslon and concern, which He feel thla leglalatlon doei. 
It Hould not have an; Impact upon pTlvBta financial atrange- 
ments. tt HOuld not hav* any lapaet upon jraut ccedlt and 
collection proceduTea. and It would not have any Impact upon 
state laua that would or would not b« paeeed as a reault of 
thla law. So 1 want to clarify that, too, . . Are you folks 
suggesting that your fara borrowers participate la the FIE 
program, the payment- In-klnd program? Are you puahlng It, era 
you neutral, you don't care, what? 

He are eocoureglng our borrowers to be Involved' la the PIE 



ME. COLEMAN la that true for the whole 



MR. HOWAKD Hell, I think from the Land Bank point of view, of courae, we 
don't have Che operating contact with oar borrowers as the PCAs 



MR. BELDEN I would aay by and large nationwide, that would be the tendency, 
for PCAe to be encouraging farmers to take advantage of the PIE 
opportunity, yea. 
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Ml. COLEHAH Tli*T* hu been VOM dlacaailon h«s toda; tlut. If this bill 
iMra to bccosB law with Ita aelactlv* deferral •;■(«. that 
atHwhaw tbta would undaTvlH cradle ganerally and aaka the coat 
of mon»f Bore axpanaive to non-^articlpanta. Would that be. In 
rout «zparl*iK«. a corract crltlclaa of thla propoial? Would 
it have that such affectT 

HB. O'DAT Well. I think it >1^C dapend on tha leval of participation In 

HR, COLEtUH Let'a oEime, let w give you an aaauBptioa. *0X participation 
of tboaa iiho aaak a deferral gat deferral. 

tS. O'DAT Wt, and In bllllona of dollara, we're talking about — 

HK. COLEMUI 1,6, or 1.7 — 



. O'DAT That, in Itaelt. I don't think would put treaendooB pTeaauTe on 
cha aarket or Increaaa the aaount of Boney. It la a aubatantlal 
aaount of nonay. homvet. and could have e«a lapact — It 
would have dlffarential livact on borrowara. So, aay, a FCA 
borromr vho would be paying full oaount vonld be at a aub- 
atantlal coaipetitlve dieadvantage and nltlaately would be 
anbeidlilng. I auppoaa, the fellow nho did qualify for that, 
ao I Chink there sight ba sore of an arguaent of equity against 
that than there la in teraa of algnificant lapact on financial 
Baikate per ea? 
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HK. COLBtUM In yoia •xperleoea In dafarrlng lomu of yDor own, iriuC 
criteria do 70a us*T T)a ;ot> UBS atallar criteria that tha 
Fshhts Hom uaaa. In 19BIA, or H.K. 11901 Is It aialUr, la 
It much dlffarentt Ara va In tha ballparkT 

MR. BELDES I think they'ra Blsllar — of couric vhat va use baalcslly la. 
If tha paraoa haa a reaaooabla chance of aacceaa we want to 
atlck with then aa Mr. O'Day Indicated. I think tha dlffar- 
encea batveen govemaent ptogroni and private prograiu are that 
we have to protect Che atockholdara and the bondholdara and 
keep that la mind fcon an equity position. . . 

HR. COLEMAN What la your rule of thunb, on deteralniag what Is ■ reBsonable 
chance to repay, which Is a nebuloua statenent. Bow do you 
define It. wfaen you write It? 

HR. HOHARD What we try to do Id the Land Bank Systn, wblch wa handle 

everything on a caaa-by-caae baala as wall, but we Cry to look 
down the toad and aaa what can reasonably be expected In tha 
way of prices received and maybe net fan IncoMa recalved, 
naybe down the road In *8S, '86, '87. And If that incone la 
going to be raaaonable, then we're going to do onr best to 
atlck with that farmer and aee hln through choec years, tf It 
takes mch much higher prices than prudent people can expect, 
then probably we'd wane to counsel wlcb blB. And chat's not an 
easy answer to get to, you know, what are the kinds of things 
to look at. 
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MR. COLEtUH Tou of cooTsa hav* tb* foracsataTs ami •conoBiaCi inalTclng tb« 
fan aitiiation. Do jus anticipate pricas golii| up sufflclantly 
to gat ui out of this credit crunch In tha next two or thraa 

HR. BELDEH Hopefully, as va man Into 19S4, ve can aae aoae algnlflcanC 
laprovaaant In prices. Wa'ra not counting on significant 
iBproveaent occurclng In 1983, but hv'tc at this point optimlatic 
about 198A, pradlcatad on radMalni axport urkaca, predicated 
on Hhat happens actually ultb PIK and Che toduced acreage 
progtOB and tha actual ulclHate lapact of thoae iapacta, but 
vs'ra >or« opllalatlc about '84 and '85 than ■• are '83 In that 



MR. COLEHAN Staff has suggested that we get on tha racoTd hare whathai' or 
not you've bad any loaa-sbarlng arirsngeBancs Initialed In your 
dlstilctT 

HR. BELDEH The answer to that quaatloB la do, as Ear as FCAs sra con- 
cerned, snd no. as fat a» the Federal Lsnd Bank Is concerned. 
There has bean no losa-sbarlng sBong PCAs In the Sixth Fara 
Cradle District. 



KR. COLDUM Ara we going to b« able to work o 
with cbs prlvata ays tea? 
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41). EKLDEN He have a nunbar of out FCAs ufalch have ■ nuaher of working 
BTrangeDcnCB with FaTnerB Rem AdBinlatrBtloH. He have b 
number of boTTOwcrs that borrow froa both InsMtuclons. And 
we would hope that guatantaad prograaa could be worked out lo 
be helpful and effective. 



HR. COLBHAH We try 



■t In this bill. . . Gentl«Btn, thwik jou. 
while, we'll have our last vltness In Just ■ wnwnt. 



This la Mr. Keith Hlller, fron the Anerican Hatlonal Bank of 
Sc. Joseph, HlBBOurl, a very lar|e lender to «|ricaltural 
Interests In north Missouri. Nhat Is the credit sltuatlottT 
Are you finding nora CaraeTS are asking for credit? Vhst about 
your present loans? Are you rescheduling Bore, are ^ou asking 
people to go elaewbaCB, and telling thea you can't help then 
out? Give us a little thuabnall sketch of what your experience 



HS. HILLEK 



All right. We handle 
agriculture out of ov 
participations with o 
do have direct loons. 



approximately S40 alllloo In loans in 

' bank. The asjorlty of the loanB are 

her smaller country banks; however we 

I'd say the noiasl cdutsc of hlatory 



In coBBrclal banking has t 
deterioration In our loan pc 



1 that we should see t 
folio. In tha past wa 
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•t th* bottoB and of oar poTttsllo. Isaa piehlama, ud thaaa 
loans bavc b*«n laaimeiurod nalng Fadatal Land Baaka, fat 
Inacanea. to aoaatlBta Bttatcb out loaa ciadlt ovar a lootai 
parlod. In aoM caaaa va'v* ancouTa(ad llqutdatlon, and IB 
■oae caaaa wa'va ancouraiad tbaa to go to latU. and maaj of 
thaa aia atlll In bualnaaa today. About a yaar ago, wa can 
Into a llttla progcaa m didn't raaltia ulitad — whara you 
could defer principal and Intanat with Chaptat U bankmpter. 
At that point In tlaa. wa aort of bad to raadjuat out thlnUsg. 
and Bit back a llttla bit, bacauaa ■• fonnd that chat llttla 
ptoir^i Chaptar 11 banktupcc7> favorad tha boTTOwar mia ao 
than tha ctadltot. At that point in ti^, tha lowar of our 
loan portfolio obaTa cash floa ma a problaa and debt could 
no longar be raatracturad we developed anothai pollcj. It's 
called putting thaa on non-accrual. So n now have nbont evo 
■Ullon dollera In loani on non-accnul. Tha majoritr of our 
loanai probablT 7SI. era In good ahapa. Thaj'ra tolnt to (o 
through thia in fine ahspa> but tha batten 2SI I hare serlona 
douhta ohecbar tbay're going to ba able to aurviira in tha long 
ran anlaaa the econony changaa. What doee concern va sore than 
anything, and «h; we'd probably be in favor of Bona type, not 
neceaaarily this bill, le there neada to be eiMa naana of 
poatponlng forecloauraa ovar another year ao aa to glva this 
acono^r a chance to turn aiound and hopefully at that point of 
tlae be etlaulated enough to aaaiat faiaara. Ua'ra aaalng Bora 
deflation in land values and equlpaant values, and 1 think 
tbat'a what's killing ua today. Ha'ra sitting on losns that tn 
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tha past w* noTully could'v* llquldscad voluntarll]!. but the 
pcopla can't call Ihelt land. lou take land that vmild'va sold 
foT $1500 an acre tm yaara ago, you'va |ot It dropped down to 
$1000 an acte but they can't even get a bidder at $1000 an 
acre. At that point it's rldlculoua. There's no same In 
going any lower on land valuea or land prices because you're 
going to kill everybody around you. That 'a why thara'a a 
tendency probably to think that aaybe It's cot fair to our good 
boTTOwera chat the FbHA borrowara ace getting thia break and 
that they're getting cheaper Interest Tates. but obat irould you 
rather have? Would yon rather have thea forced outt land 
pricea go down even laocei which in turn hurts your good borrowara 
ability to teatruccure debt on real eatate or whatever? I 
think Baybe it'd be worth our tlae to naybe lit back for 
another year, give the econoay a chance to turn around, get the 
cash flowa working again, balld a little bit of spirit acroea 
the country, pot land valuea on a Bora flm baiia. aaybe avan 
haadtng back up, and then 1 think we can cob* oat of this 
thing. 



KR. COLQUN 



I that also aight have Far 



■e borrowers idia for the ■ 
t operating, loana. 



lB-811 0—m— 
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KB. COLEKUr In aany caaea, the; misbt ham Btartvd with Famaia Boh 
operating and end up vlth you after they get going. 

m. MILLEB There's probably not bean that type of wivncnt aa much aa 

there ahcnld have bean. Uhether that'a Che fault of the FdA. 
I really don't know. I serloualy doubt It, I think our 
relationship Hltb FifA, iifaeii ve use it. hoe been very good. 

HH. COLEHAH Your twenty-five percent that yon talked about aa shaky loaiu: 
how sany of thoae would you aay are dalinquantt And la that a 
aubstancially higher atuuat than In the pascT 

HB. MILLER It's difficult to say. Out of $40 million In loans, ve have 
$2 Billion in loans on non-accrual. That maana that they're 

fingers crosaed> hoping they're going to be able to aall aoae 
teal eetace, that aone break will coaa. Ve eonld force th^ 
Into llqnldatlon. ■• could even force ehaa Into bankruptcy, 
take the* to the courthouse steps, but wa don't choose to gat 
in another Chapter 11 bankruptcy. He hate to take then to the 
courthousa steps and sell real estate that'a worth $1000 an 
acta tor $500 an acre. Our only alternative on these types 
of loans is to actually take over the real aatate In lieu of 
foreclosure and hold onto It till the tlaes get better. 
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MR. COLEMAN Hhat ate the restrlctlona fron the Treasur; Depirtaenc on the 
loana Chat you'va gecT At* tbay living you anjr problems on 
ChatT 

HK. MILLER We have a period of tlae that, and I'n not sure vhat that tine 
period la, Chat ve can hold a loan on Che books In a non-accTual 
status. But at Bone point In tlM va vlll probably have to 
charge a poTtloc of those loans off. 

HK. COLEMAN Mr. Miller, you aald Chat your bank Is going the extra alle. 
You're not foracloalng, you're not Involuntarily llquldatlD| 
theae people, and ao forth. 

MB. HILLER I vould say that holds true for nany banks. 

MB. COLEMAN For most bankaT 

MR. MILLER Tes. 

MR. COLEMAN That's Che kind of philosophy we're trying Co generate In 

Farmers HoDie, And yet you have no legal requlrenenc Co do so. 
You have no political requlrenent to do so, but yet the govern- 
ment bank. In this case the Farmara Home, opctaclng with tax 
dollars, with sone reason to be concerned about extending loans, 
seeiDS to be going down a different road. Your parcancages of 
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you MRj to tbatT la that bacauaa yoa havs ■ blggar haart. or 
weTsa buslDaaa aansaT 

MB. HILLEK Vall, v can't alt on tha loans foravar, and wo will probably. 
Id '83. uka a bovc. I wnild auTalac that Id Boat casaa wa 
won't avBD try to take orar tha raal aatate in llao of fore- 
cIoBora and Jual hold it with othar aaseta, and hopefully that 
things Hill tuTD around in the future and wc can bdvc that Teal 
aacale and gat rid of it. At this tlaa> as I said, I hate to 
see foreeloaurea except oD a very ll>itad baali, because of the 
effect that It creates psychologically Khan you get that land 
to the coQTthouse stapa and you gat it — ohviovaly nobody'a 
going to bid oo it. 1 don't sea that it aarves tha cosaexcial 
bankets, the FCAs, tha Fa&A, or anyone, any good to force raal 
aatata to tha coorthouae steps and gat a establlabad piica of 
$500 an acta, say for instance, irtien the land, even on today's 
low prices will cash flow at that, probably cash flow battar 
than that in Boat inatances. 

MX. COLBHH Thanks foi eoKlng and providing very good tastlaony. 



Bohaittad follow:) 
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STATEMENT OF (OlKVIN R. DUHCAB, VICE PKESIDEHT AMD ECONWaST, 
FEDERAL RESERVE BANK OF KAS3AS CITT, KAHSAS CITf, MO. 

I u pl«B8*d to preaent a itBt^cnC tagBidlDg agcicultucal credit 
condltlona to the Contervatlon Credit sod Kurd Developoent aubcoomittee 
HTMl CoB^ctae. At a tlma of consldarabl* financial 
■ agricultural aector, it la Ijipottant to uodetatand 
It; of credit and tb* ability of the fanwrs to coapate 

operate their bualnesaea. Thia atatount review! 
jltloua In the Tenth Federal Reaarve Distrlst as reported 



both the 

current credit eondlt 

by Dlatrlct agricultural bankara.^' 

Agricultural credit condlttona showed sage laproreaant throughout 
[he District according to baokera reporting at the beginning of 1983. 
(Tabla 1}. This survey report represents a turning point troa the reporta 
of 19S2 which generally Indicated deteriorating credit conditions. 

Although reported agticulCural land values declined In the Tenth 
Dlatrlct for the sixth conaecutiva quarter, Che average decline was less 
thsn In recent quarters. (Table 2). Veluea for all categories of Isod 
fell 1 to 2 percent fron the third-quarter level, U to 13 percent froB a 
year earlier, and 14 to 18 percent fron the aarket hlgha reached In the 
first half of 1981. Nonlrrlgeted cropland values declined U7 percent froa 
the previous quarter, and values of irrigated cropland declined 1.8 per- 
cent. The value of reochland declined 1.* percent. Since tha aarkst highs 
of early 1981, prices bavs f sUen aors for Irrlgsted than for nonirrlgatad 
land. Uhen the prices were rising to their peek, however, irrlgsted crop- 
land did not Increase In value se fast ss nonlrrlgsted land. The differ- 
ence was probably due to the rising coat of puaplng Irrigation water. 

- Stat 
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That, th«T« appaaTa to b* an ontolos adjuacaaat la tha ralatlva pclcaa of 
lTTl|aced and nonlrrlgatcd cropland. Itia avaraga dacllna In all categorlaa 
of a(Tlciiltural land valuea In the fourth quarter ms Che greateat In 
Habraaka and Id tha Hoimtaln Statea (Colorado, Kav Heslco, and W^imlng). 
Tha araraie decline we* leaat In Kanaaa. 

iDtaraat rataa chaigad on agrlculcuial loans ware down again at tha 
! the fourth quartet. Barking the third coniecutlve quarter of 
ic. Retee ea all eetegatiSB of loens uerc dovn an average of 109 
basla palnca fcoa tha third quarter and 2t& baala polola froa a Tear 

■rllar. Tanth Dlatrlct bankare reported Intcraat ratea on ahort-tara 
faadar cattla and operating loana averaged 14.4 pcreoit at tha and of the 
cth quarter. Batea on interaedlate tar* and real aetata loana averaged 
S percent. For all categorlaa of loana, intereat ratea were hlgheat In 

Agricultural loan dsiand, which had been Increealng all year, 
acllned In tha fourth quarter, ae It doea noat yeara. The decline, how~ 
'ar, usa acaeuhac aharpar than uaually exparlencad In recent yeara. The 
reliability of loanable funda Increeied eharply to a fourth-quarter level 
allghtly higher than la the flrat quarter of 19B2. Tenth Dlatrlcl bankare 
reported II percent of the fourth-quarter loen requeala were refuaed 

luae of a ahortage of loan funda. Hevcrthelaaa, 4> percent of the 

benkera Indicated they were actively seeking new far* loan accoiaita. That 

waa tha hlgbaat percaotage of Taath District bankets aeeklag new fan loan 

ineaa alnce 1976. Of the reapondlng benkera, 51 percent had referred 

n applicanta to correspondent banks, and 55 percent bad referred 
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credit asencles. Both |wicent>(eB rapresantcd 
Ird quartet. Loan repajacnt rates dacllned ttam the 

aa In tha pravloua 
.aval. 

raapDiidlag booka dacllnad c 

ratio bad baan SS.8 percant. 
hati loao-to-dapoait latloa vara 
ourth of tha raapoadenta reported 



59.8 



applicant a to nonban! 

Increaae* fron the t 

third quarter resalnlng far belt 

loan reneuala and axteoalon raqueata were about the 

quarter and veil above the hiatorlcal 

Hie average loan-to-deposit ratio 
percent In the fourth 

year befoT*, the average loan-to-depoal 
About 39 percent of the bonks Indicated 
higher than they vould have liked, j 
loan-to-depoal t catloa of 70 percent 

The extended period of financial atraaa In aerleulture haa affected 
other rural buatnessnen es well as faners. Exsnlnattan of the current 

:rlct shoued a algnlfl- 
Indlcated that 18 
ireas were having 
iported,- however, that 

f bualneaa In tha 
nocBolly expected* 
m varied 



of nonfam buslnaaaaen throughout 
■mount of financial streas. Responding banker) 
ent of the nonfarm bualneaanen In their trading 
ire financial probleaa at ^ear-end. The; also i 
2.9 percent of nonfam bualneaanen that went oi 
nd half of IBSZ vaa about what they would have 
The extent of financial atreaa aBong Donfar> 
caa. The proportion of nonfara 



t of bualneaa la the 1 



t six a 



depending on locatioa> The proportion with aevere 

ranged from 13 to 23 percent. Continued fan Inca 



198Z ranted from 2 to 5 percent. 



inane lal pioblaa* 



urthcr reductions In d^nd for fan production Inputa 
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raaiili of acraaga cutbacka (or aajsr eiopa, auuaat tha psaalbUlcy at ■*■> 
(caatac (loaaclal atTaia (or ooofaTB rural bualnaaaaaa In IttS* 

Lou (ara loceaa haa also raaultad la a hl|lwr thaa Mraal pnportloB 
o( District farmcra with aarloua financial problisa. In thla Fadarat 
laaarra Bank'a cradlt atmay of Octobar L, in2, agricultural bankara 
raportad that tha proportion of fanaara in thalr trad* araaa i4io iBdaniant 
llquldatlona for all purpoaaa diirln( tha aacond and third quartora of 1982 
■aa about 1.3 tlaaa higher than bankera would bava avpvctod «>dav nolaal 
clrciBacancai. Bankara Indtcatad about 3.6 parcant of tha faraara sant oat 
of bualnaaa coaparad Co 1.7 parcant normally. Tha proportion of faraara 
antarlng bankruptcy procaadlngs uaa approxlaataly doubla that noTBallr 
•xpartancad, but attll accmntad for nail balow ona-balf parcant of tha 
faiaara. 

Tha proportion of faraara latdargolns partial liquidation of tbalr 
bualoaaaaa dui to financial ■Iraip»but conclnulBg In operation — reached 4 
percent in tba aacond and third quartara of 1)81, 1.9 ciBaa the 1.4 percent 
conaidared noraol by bankara. Although the data Indlcata • algnlflcant 
Increase In (aroer tlnsnclsl straaa, the proportion of (ar*ers undergoing 
liquidation repreaented a vary aaell proportion of all Uscrlcc faraers. 

Anecdotal evtdanee from District bankara indicstaa that ahlle fara 
IncOBS problaas and the Tacaaslon have rssultad in largar niabara of 
problea loana, the dlaenalona of thoae problaaa now appesr to be known. 
Ulch few excaptiona, the Diatrlct'e co^wrctal banks appear to be coping 
Buccessfully with those problaas. 
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In recent meki, becauae of (troDger fan cs^udiC]' ptlcei, iBpcsva 
proapecci for econimlc racovery, and th« PIK progras, bocb faiaara and 
agricultural banketa have becoae wire optlnlatlc about tha futui*> Thta 
lapcovad attitude appear* to have >adc it aoaeuhat aaalet for faraera to 
negotiate 19B3 llaeB of credit. Bveo ooofan bualneaeaen, anticipating a 
eapeclally difficult year In 19e3"bei:«uBe of expected cutbacka In crop 
acreage and laaultlng cutbacks In deaand for farm Inputs, are becoming pa 
optlnlstlc about their 198A bueloess proapects. 
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FARM REAL ESTATE VALUES 
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STATEMENT OF 
JOHN 0. FOSTER, HIS300RI STATE 

FARMERS HOME AWINISTHATIOH 

U.S. DEPAHTHENT OF ACHICULTUBE 

Befora the 

SUBCOHHITTEE OH COHSERVATIOH. CREDIT, AND RURAL DEVELOPMENT 

COMMITTEE OH AGRICULTURE 

U.S. HOUSE OF REPRESENTATIVES 

KANSAS CITY, MISSOURI 

February 18, 198* 



Hr. Chslriun and Henbers of the CoOBlttfle, I appreciate the opportunity to 
be utth you today to dtsouss tne prograas of the Farmera Hoae Adainlatratldo aa 
they pertain to Missouri and our rsraers. 

As you well know, Mr. Chalrinan, the last year has not been a good one Tor 
a good nany aenbers of the farming coamunlty, but ue think we aooonpllahed son* 
things In uhlch ue can take pride. I can asaure you that ue certainly Bade the 
efrort to help our borrowers In Missouri, especially those who needed in 

Before we go further, let Be give you a recap of FbHA* lending activities 
In farwr prograns tor the 1982 flacal year 1 
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Altogether, we oOligated »165.1 mUlion in almost 10,100 loans during 
the year. By program, that breaks down as: 

Operating loans i 53.9 million '-'^ 

Ownership loans 13.8 million j_,^- 

Energency dlsaater loans 66.1 nilllon 

Soil and water loans 1.5 million 

Guaranteed ownership 235,000 






can see. this represents a substan 
Our county supervisors and all our people had to work hard tc 
e these loans on top of all their other eilating commitments, 
less, we were able to handle the work load, and are proud that 



In the First quarter of the current fiscal year, which ended Dec. 31, our 
farm loans totaled t11.2 million. This breaks down Into $5.5 million in 
operating, $>t million in ownership, t1.1 million In eoergency, t1T0,000 In soil 
and water and Just over $200,000 In guaranteed loans. The neit reporting 
period will show a substantial increase In these loans as we bead into the 
heaviest part of the loan-making season. 

Hr. Chairman. I mentioned earlier that not all farmers had a good year. 
That Mas true in Missouri as well as In other states. In FmHA, ue had some 
special tools available to help our borrowers, and we used those to the fullest. 
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For exampla, ue were able to reschedule loans for 349 of our 11,862 fanwi 
borrowers. That amunted to 65 percent of those who sought this aaal stance — 
right on the national average. 

la aubordinetlng our security interest to other lenders for borrowers who 
had reached their liolts ulth us, ue were able to take care of 877 faraers. 
Ttils r«presente<l 86 percent of those who requested 
figure was 84 peroent, and we are proud of our aohieveaent here. 

He were able to defer 90 loans, principala and/or interest, or 33 percent 
of those requesting deferral. Candor forces Be to tell jrau that this category 
fell below the national average (of 51 percent). 

In another vital category, our faraera caae 
did the national avgrage. This is In the total 
who left faraing — or left Farners Hoae rolls ' 

Natlonall]', alaast 8,000 borrowers left us I 
bankruptcies, and liquidations our of 27D>000 fi 
peroent of those who began the year with FaHO 
think this is lapreaal' 



inal 



n better condition than 
r of FiriU f ara 



of foreclosures. 
Still, Bore than 97 
i with FaHA — and we 
n view of the general econoalc probleaa of faraers. 



t of the 1 



.862 faraers I Just aentloned. 

ma was not caused by the 



In Hissouri, we lost only J 
That ig slightly acre t^ 2.5 
declaions to leave the land fo'l 
Faraera Hose Adalnist ration. 

I realize that even if one farner goes broke, that is a personal tragedy 
for that faraar and his faaily. But we cannot guarantee success in faraing any 
aore than we oan guarantee success in any business enterprise. 
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We oan, however, uork ultti our borrowers anil try to help those with apeclal 

don't know what this year will bring U9, but ue don't think those uho leave 
farnlng will be many nore, ir any, than In the past year. 

To ensure that our borrowers receive all possible consideration, ue have 
Instructed all our field officea to work on a case-by-caae baala with a goal of 
continuing assistance to those who: 

circuasCances beyond their control; 

— have maintained and properly cared for any property offered as security; 

— practice recognized, sound nanagoent; 

— show promise of repaying a new production loan principal and interest 
out of the current year's production. 

By and large, for borrowers neetlng these criteria, we are prepared to 
carry their eilsting loans aa delinquent, if that Is neceaaary to keep them in 

Kr. Chairman, 1 believe we have a record to atand on. Let me assure you we 
will continue to try to make that record stronger. The family farm Is atlll 
the backbone of this country's food and fiber production, and we at Farmtra 
Hone are going to continue to do uhat we can to sec that It survives. 
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Subconailttee on Conservation. 

Credit, «nd Rur»l Oevelopnent 
Comutee on Agriculture 

U.S. House of HepresenUtives 

STATEMENT 

ED GRAF 

NATIONAL FARWRS ORMMIZATION 

February IB, 19S3 

EHERGENCY AGRICULTURAL CREDIT ACT OF 19B3 

Mr. Chairman, oe appreciate this opportunity to mpress support for th* 
Emergency Agricultural Credit Act of 1983. He connend you for this action In 
proposing an emergency response to the current farm credit crisis and In 

encouraging quick Congressional action, 

Me nant to enphaslie, first of all, the need for far* crtdit must not ba 
taken lightly. Farm producers need help Innedlately if they ire going to plant 
and harvest a crop in 1963. For many It My already be too late. 

In October of 1982 it was estimated by USDA that only five percent of tiw 
nation's farmers ware financially vulnerable and that only tw) percent had quit 
farming during this recession. USDA said efforts were being Mde by the 
Farmers Home Administration and other agricultural lenders to provide debt 
assistance. Department personnel have acknowledged, however, that there Is an 
additional group of FnMA borrowers w^o are going out of farming through volun- 
tary close-outs because they are financially strapped and without available 
credit. Farmers today are literally giving up. Producing agricultural products 
today fn many cases requires farmers to sell off land to meet cash flow. This 
should not be happening. With land values falling. It again makes the support 
of this bin ware urgent. 

The reports fro* our members across the U.S. provide plenty of evidence 
that the Income situation In agriculture remains critical. Three years of 
declining fans income have dropped land and equlpnent values and pushed farn 
debt above t^OO billion. Emergency credit assistance is needed, and needed 
now, to help financially-strapped farmers hold out until the farm econway can 
be turned around. 
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Guidelines, Issued In October to FnMA personnel at a11 levels, stated 
that the AdmlnistraHon Is committed to make every effort feasible to help 
financially-pressed borroBers. The guideHnes set criteria for continued 
assistance to delinquent and problem borrowers and provide for rescheduling, 
reamortlilng, «nd deferring borrower loans when such actions would Improve 
their chance for success. 

The reports we receive Indicate that county supervisors sea* to be under 
some pressure to treat borrowers the way a regular banker would and to give 
them as little Infomatlon as possible about their right to appeal local deci- 
sions. This approach makes it particularly difficult for young farmers, wl» 
often have trouble lining up enough operating credit even when times are good. 
Uhat we are experiencing is a lot of slippage between the good intentions 
expressed at the federal level and theway the federal quidelines are applied 
at the county level . 

The solution Is to write the Administration policy In the guidelines Into 
the law. This would require local FmKA supervisors to grant deferrals, forego 
foreclosures, and cease the Inforwal pressure for voluntary liquidation for 
fanners who eiercise good managcnent practices. 

This legislation guarantees that this approach will be carried out on an 
Individual, case-by-case basis. He feel this is a fair and reasonable approach 
and urge you to recomnend It for passage. 

Ue also urge you to recoimend the provision that would reactivate the 
Emergency Agricultural Credit Adjustment Act of 1978 by extending the econonic 
emergency loan prbgram through FY 1984 and making it mandatory. The Adminis- 
tration's refusal to Implement this emergency program at a time when farmers 
face their worst credit crisis In many years Is deplorable. 

Congress must take whatever action Is necessary to require the Farmirs 
Home Administration to carry out the credit role It was designed to fill. He 
support the entire package of credit provisions Included In H.D. 1190. This 
will enable the Farmers Home Administration to respond to the credit needs for 
farmers. We urge you to do everything you can to put this emergency bill 
through as fast as possible. 



..Google 



lalin? on HH IIW, tha a«r9aacy A 



ir policy piQc«aa provide* f j 



IT dsl<9iie« did VUeui th* 






..Google 









..Google 



particululY afffomm tha dflfaccal of pAjBflAta [VDViAiOA Hlnafl it appflors to u> tha 
SaccaCory Alrtady tua—uid la affaetlvaly ualnq — tha dlacratlDCUTY authocitv aa providad 



,.».,P 









ijiGluding a «tatv-l>y-a1 



aacurity ia avallojjla an] lapayimit aI 
■llOHliig UH of tha original sc iruccai 



..Google 



■ 1.9i«l»tion Hill , 









Baiufl Aqrlculcura Cumitte* . in phasing cle4a-\^ L»9i4l«tion to 
K Ptd^ui IparticulArLy thfl axport PIK provisions) and tbe IftS 



..Google 



Hr. ColcBtn, my nmt it John O'Dty. I m Olracter of Public Affairs for 
tht Fani Credit Banks of St. Loutt, Mhlch conslit of Tht St. Louis F«d«ra1 

Land Bank, Federal Intenaedtate Credit Bank and Sank for Cooparatlvet. 
Together, these cooperative lending Institutions had S7.4 billion In loans 
outstanding In 1982 to far*er$, ranchers and their cooperatives In the 6th 
Fan* Credit District which coMprlses th« States of Missouri, Illinois and 
Arkansas. With mo today Is Hr. Sanford B«1den. Mtio Is Senior Vice President 
of the Federal Intenwdlate Credit Bank, and Hr. Urry HoMrd. Vice President 
of The Federal Land Bank. Bandy, Larry and I are pleased to be here today to 
discuss agricultural credit conditions In the Sixth Fam Credit District and 
the policies of the St. Louis Far* Credit Banks. 
ECONOMIC CONDITIONS OF AGRICULTURE 

Our Hlsh Is that we were here to discuss a Much brighter picture. 
But, as you know, the agricultural econov of this nation was weak In ISSZi 
far weaker. In fact, than nany econmlsts had predicted. It had been expected 
by some and hoped by many others that a general econoalc recovery, both within 
the United States and abroad, would enhance deaund for fan* products In 198Z, 
while production cutbacks by U. S. famers would decrease available supplies. 
While the cost of production declined somewhat last year, neither an increase 
in demand nor a decrease In supply of farm products was evident. Indeed, the 
January 1983 Chase Econometrics U. S. Food and Agriculture Forecast and 
Analysis describes the nagnltude of the supply surplus In world markets as 
"startling." As a result, net farm Income last yetr failed to rise above the 
sane low level It had fallen to In 1981. One way to sunnarlze the situation 
Is to say that fam Incone In each of the last 3 years Is approximately half 
of what 1t was In 1979. 
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The outlook for the U. S. fan econoiny in 1983 1s not especially bright. 
Host econcalsts expect that fannrs hIII continue to experience major cash 
flow probleas In 1983. This Is not to say that econoaists deny that sane 
small improvenent tn the farm econoiny Is a total laposslbtllty. Itarvin Duncan 
□f the Kansas City Federal Reserve Bank, for exaMple, predicts a nodest 
Improverent In the fann ecomxiy will foUoH from 'stronger livestock prices, 
somewhat higher crop prices and a further easing in Inflation.* But neither 
Or. Duncan nor arty other major agricultural economist we know of expect cash 
receipts. In real terms, to Increase dramatically In 1983. One Inportant 
reason for this is that the value of U. S. fam exports Is not expected to 
Hse in 1983 and could drop significantly, for the second year in a rOH. 

In short, there- can be no serious argunent about whether or not farmers 
are experiencing financial stress today. They are, and a regrettably high 
nuirber of farmers are experiencing extreme stress. Nor would It be realistic 
to expect a sudden and favorable shift ^n the balance of supply and deftand for 
agricultural products this year. Thera is little to Justify that sanguine 
expectation. Vet, it is equally mistaken to assume that there will be no end 
to the current glocn. The Farm Credit Banks of St. Louis believe that there 
are very substantia! reasons to be optimistic about the long-term future of 
American agriculture. Agriculture Is the single strongest and one of the most 
efficient industries In this nation. The unrivaled ability of American 
fanners to produce must, in the long run, constitute an asset of Incalculable 
value to this nation, especially in view of the ever increasing world denand 
for food and fiber. 

The history of agriculture is, after all, a history of cycles. Net fam 
income more than doubled from 1971 to 1973 and plunged by 451 from 1973 to 
1976. It rebounded by 781 from 1977 to 1979 and tumbled yet again by more 
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than ont-thlnl In 1980. I m not cUlBlng thM ftrm IncOM Htt NCMMHIy 
skyrocket In 1984 or 198S, only thai net far* IncdM 1i htghty volMtU and 
could IncrcM* substantially In a conparatlvaly br1«f ptrlod of tfpt. Hi 
belteve that tht pollclts of thi GovamNnt as mH as tht practices of 
private Institutions such as tha Fana Cradtt Systaa should b« based on a 
recognition of the cyclical nature of the fam econo«y. 
CREDIT QUAim 

TTie econiMlc prob1e*E of fanners Inevitably show up In the records of the 
financial Institutions which serve thea. 8ut «hat Is surprising Is the extent 
to which fanaers continue to aanage their affairs responsibly despite the 
adversity of agricultural econoalc conditions. This Is true at present for 
famers served by the Farm Credit Systoa In general and for provisions In the 
St. Louis Fara Credit Banks In particular. For exa^ile, St. Louis Federal 
Land Bank delinquencies alaost tripled betMen 1981 and 1982 and yet consti- 
tute only 3.3t of the total niNber of loans outstanding and only 0.3SK of the 
total inount of loans outstanding. Land Bank foreclosures increased sub- 
stantially list year, but the total nuriMr Is still satall (9S) utien coapared 
to the C4,000 Lind Bank loans outstanding. A slallar pattern Is evident In 
the Federal Interiaedtate Credit Bank Systeai. Tht total niaber of delinquent 
Production Credit Association loans in the St. Louis District Increased froai 
1,370 in 1981 to 1.58Z In 1982. Tet, deltn<Tuent PCA loans fn 19BZ constituted 
only 3.31 of the total niaiber of loans outstanding. There were also substan- 
tial Increases In bankruptcies, foreclosures and 1oant In tha process of 
liquidation but, again, the number of PCA loans In all of these categories Is 
extremely small (0.9S) when compared to the total. 
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SYSTEM FOBBEAHMCE POLICIES IH 1983 

Given thdt agricultural cconoalc conditions wll) not dramatically Improve 
In 19B3, we can only expect that the credit problems of fanners will rawln 
difficult or becone worse. For this reason. Farm Credit Institutions will 
substantially Increase the amount of loan servicing this year. In doing so. 
System Institutions will do what Is possible, consistent with sound business 
practices, to assist hard-pressed mender- borrowers. TTie St. Louis District 
fully supports the forbearance policy of the Federal Farm Credit Board, which 
Is to "stick with the borrower so long as there appears to be a reasonable 
possibility for him to work out of financial difficulties and re-estabKsti a 
fully viable farm buslnass.* 

The overwhelming najoritles of our borrowers will make full payment on 
their loans this year. Some borrowers, however, will have repayment problems 
of varying degrees of sevarlty. In dealing with these borrowers, the St. 
Louis Banks will, when appropriate, use a variety of remedies short of 
foreclosure. For The St. Louis Federal Land Bank these remedies Includer 

* Informal Forbearance , allowing more time for the borrower to make the 
payment . 

* Principal Oeferment . allowing the principal to be repaid on the back 
end of the loan. 

* i>mort1fed Extension , allowing for a missed payment to be anortlzed over 
a period of up to 5 years. 

* Reamortizjtlon . redistributing the loan balance and any delln 
throughout the regaining Ufa of a loan. 
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■ Rtductlon Agrwenti . radlitrlbuttng the lMn btlinu <mr tha 
r«H<ning I1f* of a lotn rcfglting fro* prior p«rt1i1 piy-offt of th< 

* VolunUry Llquldattan . moHtng tha borrower to convert equity to cath 
during a nutually agreed upon tiM. 

SiBilar procedurei alght apply to the PCA borrOMr. These procedures 
Include: 

* K short-tera cxtentlon (I.e., no longer than itx enntht) untit capital 
asMts can be sold. 

■ Refinancing Into a separate loan for one year. 

■ Refinancing to longer pay-back teras. 

* ReneH, under certain conditions. Into the PCA annual operating loan. 

In soae cases, none of these roeedles nay be expected to Mark effective- 
ly. Scrae borrowers slnply will have no reasonable prospect, fron a coHearclal 
lending standpoint, of establishing or re-establlthlng a viable faraing 
operation. Tills niay be due to poor aanagcMent an the part of the operator 
and/or due to factors beyond the borrower's control. Whatever the reasons for 
the condition. It would be Irresponsible for the loan officer to do anything 
leis than to protect the interest of the entire association and iBinltelH the 
losses of that particular borrower. If a PCA, FLBA or other cooperative 
association suffers losses. It Is the entire neidiershlp of that association 
Mho will be forced to pay, either through higher Interest rates or In som 

coHcmniNS rehasks 

CredU problems experienced by a nuntier of fanners In the Sixth Fana 
Credit District In 1982 were bad and are expected to get worse in 19B3. We 
anticipate that there will be an increase In the nunCer of delinquencies. 
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foreclosures and loan totses. He fear that » many as 1 or 21 of current Land 
Bank borrowers w1)1 need to liquidate alt or part of their capital assets 
during the next year. In addition, between 3 and SS of current PCA borrowtrs 
tn the 6th District may be unable to qualify for credit frea PCAs 1n 1983. 
Whatever the total Of credit denials turns out to be. It will be Mich greater 
than any of us would wish, 

Mr. Colenan, we appreciate your efforts, as ranking Hinority Helper of 
the House Conservation Credit and Rural Developnent Subco«mittee, and those of 
Representative Ed Jones, the SubcwMlttee Chalnnan, to address the very real 
credit problems being experienced by farmers. Hhile the St. Louis District 
Board has not taken a formal position on your Bill, the proposed 'Emergency 
Agricultural Credit Act," (H.R. 1190), we do subscribe to what we understand 
the Intent of the Bill to be. That is, H.R. 1190 would equip the Fanners Koae 
Administration to provide emergency assistance to fanners experiencing 
tenporary cash flow problems who lack adequate equity but who have the 
managerial ability to succeed in the long run. These farmers nay be unable to 
obtain credit from commercial sources, due to factors beyond their control. 
In other words, the authorities of the Fanners Home AOnlnlstratlon would be 
revised to enable that agency to be a more effective lender of last resort. 
Me believe that U should be possible for the Fanners Home Administration to 
play this construct-tve role in providing relief to fanners, and we stand 
prepared to cooperate with the FmHA in getting this Important Job done. Of 
course, you and Mr. Jones recognlie that H.H. 1190 cannot solve the underlying 
income problems of producers. He agree that credit Is no replacement for 
Income. But emergency credit legislation can provide a bridge for some of the 
borrowers who would not otherwise survive the current crises. 
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Mr. ColHMn, there 1s one provision of H.R. 1190 Mhlch touchM on soae of 
the deep concerns of the Fara Credit Banks In St. Louis and the Fam Cndlt 
Systea as a oKoIe. Section 6 af the B111 provides that the Secretary of 
Agriculture shall , under certain clrciaitinces, pcralt a deferral of principal 
and Interest payaents and require FMA to forego foreclosure on delinquent 
loans. Unlike sane legislative proposals, H.R. 1190 Muld not result in an 
outright blanket noratorlu* on Faraers Koae Adiini strati on foreclosures. 
HoMever, because FMIA already has the authority and because it is the stated 
policy of that agency to grant deferrals on ■ case-by-cate basts, m wonder If 
this provision is really necessary. 

He raise this concern because other Bills Introduced In Congress Mould 
establish a blanket Miratarlun on Faneers Horn htatnistration foreclosures and 
because legislation has bean Introduced In sow state capitals Mhlch would 
provide a blanket BoratoriuH on governwnt and private fara foreclosures. 
Uhtle, at one level, such proposals nay have appeal to those desperately 
seeking ways to help famers experiencing stress, a noratorlin on foreclosures 
by cooperative and coMNTCial lenders would, in reality, gravely exacerbate 
the present crisis in the fam coamnlty. The consequences of such a policy 
would be to: 
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1. Ueak«n confidence on Mill Street in Farm Credit System securities, 
mis would adversely affect the ability of the Fans Credtt System to 
raise funds as welt as Increase the price the System and ultimately 
farmers pay for funds. 

2, Discourage comerclal banks, Insurance companies and other private 
sector institutions from making farm loans. 

3. Increase the already heavy burden on the staff of the Farmers Home 
Administration and ultimately impose a heavier burden on that of the 
U. S. taxpayer. 

4. Increase Systen servicing expenses in order to protect against 
further risk exposure and against erosion of farmers equity tn their 
own cooperative institutions. 

5. Force owner- borrowers who are in a sound economic position to sub- 
sidize those in a weaker position. 

He do not have detailed comtents to nake on the other provisions of H.R. 
1190 but will be pleased to attempt to answer any questions you may have. 
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February IS. 1983 



GULF & GREAT PLAINS LEGAL FOUHDATIOH OF AMERICA 
REMARKS TO HONORABLE E. THCMAS COLEMAN 

Congressiuan Coleman: 

I am Luann Rldgeuay, and I work as an attorney for Gulf & 
Great Plains Legal Foundation of America. 

I would like to take a few moments to express our gratitude 
and the gratitude of our clients that you are here today, lis- 
tening to your constituents express their concern about tha 
farming situation. Life on the family farm has become increas- 
ingly difficult in recent years and your presence here clearly 
indicates that you are concerned and stand ready to offer your 

The Gulf & Great Plains Legal Foundation has on several 
occasions in the past come to the assistance of the farmer. As 
you may be avare, the Foundation Is a not-for-profit public inter- 
est law firm headquartered in Kansas City, Missouri. It serves 
a total of nine states stretching through middle America from 
the Canadian border to the Gulf Coast. The Foundation represents 
Individual citizens or groups who could not otherwise afford an 
attorney in significant public policy battles before federal 
agencies and In the courts. It was established to represent the 
public Interest against over-reaching governmental activities 
that result in interference with Individual liberties. 

It was out of these concerns that the Foundation became 
involved in the controversy surrounding farm foreclosures. Gulf 
& Great Plains Legal Foundation represents two Missouri farmers. 
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Kenneth Allison and his son, Roger Allison. Those farmers would 
not be on their farms today were it not for action taken In U.S. 
District Court to atop the foreclosure and sale of their farm 
property. 

Both farmers were indebted to the Farmers Home Administra- 
tion (FmHA) for farm loans. These farmers were consistently able 
to pay back their indebtedness to FniHA until a drought and then 
extreme flooding in two successive years left them without suffi- 
cient farm income to make loan payments to FmHA. FmHA's response 
was to accalerate their loans and subsequently foreclose upon 
their property. As was stated earlier, these farmers are on 
their property today only because of an order restraining sale 
Issued by a federal Judge. 

Several federal Judges across the country have based their 

decisions on the fact that the Farmers Home Administration has 

failed to implement and give farmers adequate notice of a federal 

statute enacted In 197S (7 U.S.C. {1981a). that statute reads In 

pertinent part as follows: 

In addition to any other authority that the Secretary 
(of Agriculture] may have to defer principal and inter- 
est and forego foreclosures, the Secretary may permit, 
at the request of the borrower, the deferral of princi- 
pal and interest on any outstanding loan . . . for such 
period as the Secretary deems necessary upon a showing 
by the boinrower that due to circumstances beyond the 
borrower's control, the borrower is temporarily unable 
to continue making payments . . . without unduly im- 
pairing the standard of living of the borrower .... 

Ue have urged on behalf of our clients and federal judges agree 
that this law gives the Secretary of Agriculture the power to 
grant a deferral of principal and interest when, due to circum- 
stances beyond the farmer's control, he Is unable to contlhueT-. 
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repaying th« loan as orlglTMlly achadulad. If tha Sacratary, in 
che exerclsa of his discretion, find* thac thara ara clrcunatancaa 
beyond the fanner's control, such as drought or flood, that have 
prevented the farmer from making Claaly paynant on FtaHA loana, 
the Secretary niuat grant a deferral of paynanCs. That Is the law. 
The agency refuses to ImpletoenC Its provisions and Indeed refusea 
to give borrowers notice of even tha existence of the law. 

This Foundation is not of the opinion and federal judges 
are not of the opinion thac Congress promulgates superfluous 
statutes. FmHA's behevior ahows a clear ettenpt by a federal 
agency Co overrule the Law by bureaucratic inaction. 

Tha farmers' loan program waa primarily designed to aid 
farmers in keeping existing ferms operating. Thia la an adulr- 
able goel. It la In the best public interest to keep the small 
family farmer in business. On behalf of our clients, we would 
encourage the Congress Co taka whatever measures are necessary 
to prevent the niHA from foreclosing on any farm loans until cha 
laws enacted to aid the farmer are Intplemenced by the agency. 

Again, on behalf of our clients, wa express our appreclacion 
CO you as the ranking minority member of Che House Subconmiccea 
on Conservetion, Credit, and Rural Developmenc for giving us the 
opportunity to express our views. 
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